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PREFACE 


During the last few years the world of international 
finance has been the scene of an intensely thrilling 
drama. France, ambitious to attain hegemony in 
Europe in order to secure her frontiers against a 
German aggression, has sought to attain that end by 
making political use of her financial power. In pur¬ 
suing her object she has become a menace to inter¬ 
national financial stability; and it has been inevitable 
that her policy should clash with the traditional con¬ 
structive policy of Great Britain. The struggle between 
the two conflicting forces has been waged with varying 
fortune, and for some time it appeared as though the 
destructive policy of France had actually triumphed. 

It was under the influence of the apparent financial 
victory of France that the author wrote in October 
1931 his book entitled Behind the Scenes of International 
Finance. It gave a narrative of the events leading up 
to France’s attainment of financial dictatorship, and 
disclosed the aims, methods, and consequences of her 
policy. The author pointed out that France’s hopes 
of achieving security by such means were purely 
illusory, as her aggressive policy was bound to result 
in her political isolation, and in any case political 
dictatorship based on financial power cannot be main¬ 
tained for any length of time. The events of the last 
few months have fully justified this warning; in fact, 
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the trend of developments in the direction indicated 
by the author has been even much more rapid than 
he had anticipated. 

The present book is concerned with the last act of 
the supreme financial drama, in which we witness the 
decline of the destructive power of France. At the 
time of writing, the act is not entirely closed, but there 
is every sign to indicate that it will end in perfect 
accordance with the principles of dramatic justice. 
After recapitulating briefly the earlier stages of the 
war that has been described in detail in Behind the 
Scenes of International Finance, the author in Chapter 
III. resumes his narrative from November 1931, 
when France reached the height of her triumph. It 
will be seen that the results of her great victory were 
disappointing, for her power—which, even while at 
its highest, had its limitations—is already on the 
decline. The author will describe the efforts made by 
France to postpone the inevitable decline, together 
with the adverse effects of these efforts upon the 
evolution of the international economic crisis. His 
narrative leads to the eve of the Lausanne Conference, 
which may become the turning point in post-war 
history. It is perhaps the last chance for France to 
conclude peace in the real sense of the term and to 
put an end to the financial warfare while she can still 
do so without loss of prestige. While at present the 
decline of her financial power and the political in¬ 
fluence based upon it is still at a comparatively early 
stage, the trend of evolution points inexorably towards 
its accentuation in the course of the next few months. 
To-day France can still conclude an honourable peace. 
To-morrow, she may have to bow her head before the 
fait accompli with which she may become confronted. 
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The object of this book is the same as that of Behind 
the Scenes of International Finance —to plead at this 
eleventh hour for financial disarmament and for the 
elimination of the disturbing political factor from the 
sphere of international finance. In his previous book 
the author attempted to prove the strength of the 
case for financial disarmament by describing the 
disastrous effects of financial warfare upon the van¬ 
quished nations and its repercussions upon the pros¬ 
perity of mankind. His present book seeks to prove 
that not even the victorious nation can escape the 
havoc created by political interference with finance, 
and that the forces which lead it to financial victory 
carry the seeds of their own destruction. In the war 
with golden bullets, as in every kind of war, there is 
in the long run no conqueror or conquered. Both 
parties must suffer, and it is only the extent of their 
sufferings that can differ with the outcome of the fight. 
It is not until this fact is adequately realised that the 
world can hope to attain real peace and to enjoy 
undisturbed prosperity. 


20 Bishopsgate, E.C., 
April 1932 . 


P. E. 
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CHAPTER I 


INTRODUCTORY 

France’s endeavours to achieve a political hegemony 
with financial weapons has been the most important 
factor dominating economic developments since the 
war. The phases of the progress of French policy 
towards its end show a striking parallel with the 
phases of the post-war fluctuations in the world’s 
economic well-being. So long as constructive Anglo- 
Saxon financial policy held the field against the assaults 
of destructive French political finance, there was in 
every part of the world an encouraging progress to¬ 
wards stability and prosperity. The rise of French 
financial power between 1929 and 1931 marked the 
advent of a severe set-back in this progress. The French 
financial victory of 1931-32 coincided with a crisis of 
unprecedented violence and extension, whilst the first 
rays of hope for recovery have begun to appear on the 
horizon simultaneously with the signs of an eclipse of 
France’s financial power and with the recovery of 
London’s financial strength. 

It is a fact beyond dispute that the curve of French 
financial power and that of world welfare have fluctu¬ 
ated inversely; the ebb of the one has been the other’s 
flow, and vice versa. The question is whether this is 
sheer coincidence o$ whether there is a connection of 
cause and effect between them. Nobody could contest 
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that, but for the economic crisis which has paralysed 
the financial strength of Great Britain and the United 
States, and which has thrown Central Europe at the 
mercy of the only country that has maintained its 
financial resources intact, France could never have 
attained financial hegemony. There is, however, over¬ 
whelming evidence to show that, apart from being the 
effect of the crisis, the growth of France’s financial 
power has also been one of its main causes. 

While France had to struggle with her own problems 
and was unable to embark upon an aggressive policy 
in the sphere of International Finance, the world was 
emerging rapidly from its post-war chaos. A number of 
countries within and without Europe had stabilised 
their currencies and balanced their budgets. Produc¬ 
tion had been raised above its pre-war figures. In 
almost every country the standard of living was de¬ 
cidedly higher than before the war. Admittedly, to 
some extent this prosperity was artificial; but, had it 
been possible to maintain the stability of international 
conditions for some years, this fictitious expansion 
would have created its own security, and the chances 
are that it would have consolidated itself into genuine 
progress. 

Gratifying as this progress was from the general 
point of view of mankind, it was regarded with un¬ 
easiness in Paris. As Germany kept pace with the rest 
of the world in restoring normal conditions, opinion 
in France was becoming increasingly anxious as to the 
possibility of a German aggression. Assisted first by 
the stimulating effect of inflation, and afterwards by 
an inflow of foreign capital, German industries 
modernised their equipment, and became rationalised 
beyond comparison. It was feared in France that in- 
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dustrial expansion in Germany might become the fore¬ 
runner of a revival of the militaristic and imperialistic 
spirit which characterised the German Empire before 
the war. French policy had only one supreme object 
in view: to safeguard the security of France against 
the possibility of German aggression at no matter what 
cost. To that end it was considered desirable that 
Germany should be kept in a position of economic 
inferiority even if the prosperity of the world as a 
whole had to suffer in consequence. 

The aim of the Anglo-Saxon policy, on the other hand, 
was to assist in the restoration of prosperity in every 
part of the world, not excluding Germany. Notwith¬ 
standing the fact that German industrial expansion 
was calculated to increase competition in the world 
market, and in innumerable instances was detrimental 
to the i m mediate interests of British and American 
industries, the official British and American policy, 
supported by public opinion, has always been in favour 
of creating conditions which favoured such expansion. 
It has been realised that the world cannot be prosper¬ 
ous so long as one of the most important countries 
remains in an economically inferior state. 

So long as Great Britain was financially in a stronger 
position, her constructive policy made good progress. 
It was when France acquired superior strength in the 
sphere of international finance that the world’s eco¬ 
nomic and financial set-back had its beginning. Already 
in 1929 and 1930, when the superiority of France’s 
financial strength began to make itself felt, its effect 
upon the world situation had become increasingly 
noticeable. Although it would be one-sided exaggera¬ 
tion to attribute the economic depression exclusively 
to the gold-hoarding policy pursued by France, there 



4 FINANCE AND POLITICS OH. 

is no doubt that it played a prominent part among the 
factors responsible for the prolongation and the ag¬ 
gravation of the depression, and it is more than co¬ 
incidence that the complete financial victory of France, 
and the temporary decline of the Anglo-Saxon finan¬ 
cial influence, marked the beginning of the period of 
violent crisis which has brought mankind to the verge 
of a complete economic collapse. 

In his book, Behind the Scenes of International 
Finance, published in November 1931, the author has 
given an account of the earlier stages of the history 
of the French financial warfare—a long succession of 
attempts to use financial power for the purpose of 
attaining political ends—which has led to this situa¬ 
tion. From his narrative of the events—which are 
summarised in the next chapter for the convenience 
of those who have not read that book—can be followed 
step by step the progress of French Financial Diplomacy 
towards its object of attaining politico-financial hege¬ 
mony over Europe. This end was practically attained 
in the autumn of 1931. It is true that the price the 
world had to pay for the French financial victory 
was terrific; it is also true that France was, after her 
victory, further than ever from the realisation of her 
dream of perfect security from aggression. Paris was, 
nevertheless, triumphant over the success of her policy. 
Her statesmen did not realise that the results of the 
victory were essentially ephemeral, or that France her¬ 
self would have to pay an enormous price for the pass¬ 
ing glory of financial dictatorship. 

Since the publication of Behind the Scenes of Inter¬ 
national Finance, the policy pursued by France, which 
was exposed in that book, and the methods applied 
by her Financial General Staff, which were described in 
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detail, have been subject to lively discussions. The 
apologists for the French policy have raised a number 
of points to defend and excuse the French attitude 
against the author’s criticism. The following is a sum¬ 
mary of the most important of these points: 

(1) France has not deliberately sought to attain 
financial dictatorship, and the increase of her financial 
power was due, not to a premeditated policy, but to 
a series of coincidences for which she cannot be held 
responsible. 

(2) In the absence of adequate guarantees on the 
part of Great Britain and the United States, France 
was fully entitled to take any steps she considered 
necessary to prevent a recurrence of the German 
aggression of 1914. If in pursuing this end she had to 
clash with the constructive Anglo-Saxon policy, it was 
the latter that was to blame. 

(3) It is not the French policy of hoarding and 
deflationism, but the Anglo-Saxon policy of credit 
expansion and the adoption of the gold exchange 
standard, that is responsible for the world’s sufferings. 

(4) France could not be expected to go to the rescue 
of other countries unless the latter attuned themselves 
to her political aims. 

(5) France has, in fact, actually assisted other 
countries in difficulties, especially Great Britain, and 
has suffered losses in consequence. 

The contention that the success of France in attain¬ 
ing financial dictatorship was not due to a pre¬ 
meditated plan but to a series of coincidences contains 
undoubtedly a certain amount of truth. The develop¬ 
ment of the world economic depression, which im¬ 
mobilised the resources of all creditor countries with 
the exception of France, was largely due to factors 
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independent of French policy, although, as we have 
said, French policy also played an important part in 
it. Until the accentuation of the depression into a 
violent crisis in 1931, the increase of the financial 
power of France may have been due to a great extent 
to independent circumstances. At the same time it 
would be difficult to deny the prominent part played 
among the causes of the crisis by the choice of an 
abnormally low rate of stabilisation by France, and by 
the accumulation of a “fighting fund” in consequence. 
From June 1931 onwards the connection between the 
deliberate measures taken by France and the aggrava¬ 
tion of the crisis can be traced distinctly. The French 
attitude in the Creditanstalt affair, the French delay 
in accepting the Hoover Moratorium, France’s un¬ 
willingness to collaborate for the rescue of Germany 
in the critical days of July 1931, the withdrawal of 
French balances from London and New York, etc., are 
all facts which speak for themselves. They are all 
manifestations of the French desire to make use of her 
financial power for political ends. Coincidence may 
have assisted the French Financial General Staff in the 
execution of its plans, but at this stage it played a 
subordinate role. 

Those who admit that in pursuing a policy aiming 
at financial dictatorship France has done the world 
immense harm, seek to justify her policy on the ground 
of the sacred egoism of patriotism. It is said that 
France cannot be blamed for placing supreme French 
interests above international considerations. Had Great 
Britain and the United States given her a pact of 
guarantee as she desired so that she might feel safe 
from German aggression, there would have been no 
need for her to resort to such destructive weapons to 
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attain the same end. The answer to these arguments 
is that France has actually possessed in the Locarno 
Pact the guarantee of the British Government against 
German aggression. Even if she did not possess a 
similar guarantee from the United States, it was evi¬ 
dent that, in the case of unprovoked German aggres¬ 
sion, she could, for sentimental reasons, have relied 
upon American support, financial or otherwise, to the 
same extent as during the Great War. Had she adopted 
a conciliatory attitude towards Germany, her moral 
superiority would in itself have secured all the assist¬ 
ance she would have needed in the case of a German 
attack. Instead of this, France, by her policy aiming 
at the oppression of Germany, has estranged the sym¬ 
pathy of other nations, and through her aggressive 
financial policy during the present crisis has become 
an object of general hatred abroad. 

The answer of the apologists for France to the 
criticism that through her hoarding policy France 
accentuated the destructive process of international 
deflation, which was the main cause of the crisis, is 
that the deflation was a necessary, inevitable, and 
justifiable consequence of the state of inflation that 
existed during the previous few years. Their contention 
will be examined in detail in a later chapter. Here let 
it be sufficient to say that, considering that the world 
price level showed an almost continuous downward 
trend ever since the collapse of the post-war boom, it 
is difficult to discover any inflationary tendencies which 
could have justified measures aiming at deflation. 

Whenever France was criticised for being unwilling 
to assist Austria, Hungary, or other countries without 
obtaining the reward for her services in the form of 
political concessions, the answer of France’s apolo- 
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gists was that, “After all, France is not an institution 
of public charity, and she is entitled to fix the terms 
of her assistance. In particular, there is no obligation 
whatever on her part to come to the rescue of countries 
of whose policy she disapproves.” Here we find the 
underlying principle of French political finance in a 
nutshell. It shows the fundamental difference between 
British financial policy and French political finance. 
While France wished to be paid a political price for her 
contribution towards world recovery, Great Britain 
has never hesitated to assist everybody within her 
means, irrespective of political considerations. To give 
only one example, the stabilisation of the Belgian cur¬ 
rency in 1926 was carried out by British interests in 
spite of the fact that Belgium has been, ever since the 
war, the political satellite of France, and that, very 
few exceptions apart, her delegates at various inter¬ 
national conferences have always supported French in¬ 
terests against British interests. The idea of demand¬ 
ing a change of policy as the price of British assistance 
never occurred to anybody, and it was considered a 
matter of course that, after the granting of British 
assistance, Belgium should continue to work with 
France against Great Britain. Thus, although Belgium 
was politically in the opposite camp and economically 
was a dangerous rival to British industries, London did 
not hesitate to grant her all the support that she 
required. This example in itself is a sufficient answer 
to the argument. 

It is also argued that, far from keeping aloof from 
the work of reconstruction, France participated in it to 
a very great extent. It is said that, while Great Britain 
reconstructed Germany, Austria, Hungary, Bulgaria, 
Greece, the Baltic States, etc., France reconstructed 
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Poland and the Little Entente. In this respect it is 
necessary to differentiate between the attitude of 
France before and during the crisis. We shall see in a 
later chapter that her financial policy in these States 
before the crisis was anything but constructive. It was 
inspired solely by her desire to increase the military 
strength of these countries even to the detriment of 
their economic and financial position. Admittedly, 
since the crisis France has done useful work by pre¬ 
venting the crisis from spreading over Poland and the 
countries of the Little Entente. Her object in en¬ 
deavouring to maintain the stability of these countries 
was, needless to say, purely political, but the result 
was, nevertheless, gratifying. France has done in this 
respect the right thing for the wrong motive. As far 
as her support to Germany, Austria, and Hungary is 
concerned, the political motive that inspired the trans¬ 
actions was only too evident. In the case of both 
Austria and Hungary the highly inadequate credits, 
which could not and did not save these countries, 
were granted against political concessions the value 
of which for France was out of proportion to the 
amount of support granted. It is true that in the case 
of the French credit to the Reichsbank no political 
concessions were originally obtained in return. They 
were granted, however, in the hope of securing thereby 
a hold on Germany. As will be seen in a later chapter, 
France has subsequently endeavoured to collect the 
political price for this credit which she omitted to 
collect at the time when it was granted. 

The credits for the defence of sterling during 1931 
were granted to Great Britain without any political 
conditions, but it appeared certain that their renewal 
would have been arranged only in conjunction with 
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political concessions. Moreover, it was to the interest 
of France to a greater extent than that of Great Britain 
that the collapse of sterling should be averted, or at 
least postponed until the French private balances 
were withdrawn. Since the suspension of the gold 
standard, a great deal has been heard about the losses 
suffered by France through the depreciation of the 
official sterling balances. The Bank of France is pre¬ 
sented to the world with a halo of martyrdom, as 
the victim of its loyalty to the Bank of England, for 
having left its balances in London notwithstanding the 
growing danger of a collapse of sterling. In reality 
the Bank of France reduced its balances considerably 
before and even during the crisis. Although between 
July and September 1931 it did not actually sell any 
of its balances in the market, it transferred a consider¬ 
able amount to the Bank of Spain and other borrowers, 
thereby indirectly contributing to accentuate the 
pressure on sterling. Its losses, amounting to some 
£20,000,000, were taken over by the French Treasury. 
Considering that the French Treasury benefited by the 
depreciation of the franc, to the detriment of British 
holders of French rentes issued here during the war, all 
it has done is to surrender part of the profits thus 
obtained. There is no question of any real loss. More¬ 
over, we shall see in a later chapter that the losses on 
the French sterling balances might have been much 
smaller but for the haste with which the French 
authorities sought to liquidate their sterling holdings 
irrespective of the disastrous effect that this liquidation 
might provoke. 

While Behind the Scenes of International Finance 
dealt with the progress of French policy towards at¬ 
taining financial dictatorship, the present book will 
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chronicle the decline of France’s financial power. Ad¬ 
mittedly, at the time of writing, this decline is still in 
its initial stages. It is not generally realised abroad or 
even in France. The French authorities themselves, 
however, are becoming increasingly aware of it. Hence 
the apparent change of policy with the advent of 
M. Tardieu’s Government. While M. Laval sought to 
attain his end by the ruthless application of France’s 
financial power, M. Tardieu was incomparably more 
subtle than his predecessor, as is evident from his 
Danube federation scheme, which was a masterpiece 
of skilful diplomacy. 

The change of Government in France has not 
brought any fundamental change of policy. The 
financial warfare continues, although its methods 
have become more subtle. Under M. Laval, French 
financial jingoism tended to become as openly aggres¬ 
sive as was Prussian military jingoism before 1914. 
M. Tardieu was more concerned with appearances, but 
the policy he pursued was substantially the same. It 
is left to be seen whether the result of the French 
general election will modify the basis of French foreign 
policy to a sufficient extent to secure the success of the 
Lausanne Conference. 



CHAPTER II 


THE WAY TO VICTORY 

The history of the great struggle for financial suprem¬ 
acy may be divided into four periods. The first, be¬ 
ginning with the Armistice and ending with the de 
facto stabilisation of the franc in 1926, is characterised 
by the difficulties experienced by France in establishing 
her own financial equilibrium. During that period she 
had to be on the defensive in the sphere of international 
finance; which, however, did not prevent her from 
pursuing at the same time an aggressive reparations 
policy. Reparations have always been regarded in 
France as a means of keeping Germany in a permanent 
state of inferiority. Although France has desired to be 
paid for the reconstruction of her devastated areas, this 
aspect of the problem has been regarded as of second¬ 
ary importance as compared with its political aspect. 
The possession of huge reparations claims well beyond 
Germany’s capacity to pay, and the possibility of their 
enforcement by means of sanctions, has given France 
an extremely strong weapon against Germany as well 
as against those countries which have endeavoured to 
restore and maintain stability in Europe. 

For some years the destructive effect of this 
weapon was neutralised by the constructive policy of 
Great Britain and the United States. Their assistance 
to Germany, however, rendered both lenders and 
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borrowers increasingly vulnerable, and strengthened 
the weapon of the reparations policy in the hands of 
France. 

The second period began with the actual stabilisa¬ 
tion of the franc in December 1926, and ended in May 
1931 with the outbreak of the international financial 
crisis. During that period France rapidly accumulated 
liquid resources, with the aid of which she was able to 
assume an active part in the sphere of international 
finance. While in July 1926 the franc was on the verge 
of a complete collapse, in May 1927 the French author¬ 
ities were already in a position to assert themselves 
aggressively in the domain of international finance by 
withdrawing gold from London. By delaying the legal 
stabilisation of the franc until June 1928, France 
attracted huge amounts of French and foreign funds 
from abroad, and the foreign exchange reserve thus 
accumulated was further increased by the favourable 
effect upon the trade balance of the stabilisation of 
the franc at a low level. Throughout 1929 and 1930 
the French authorities repeatedly made use of their 
resources for political purposes. It was noticed, time 
after time, that whenever relations between London 
and Paris became strained, sterling depreciated and 
gold was withdrawn from London to Paris. On two 
occasions, in June and in August 1929, certain remarks 
made by Mr. Snowden were resented in Paris, and 
their resentment manifested itself in the form of gold 
withdrawals. Again, in May 1930, disagreement over 
matters relating to the Young Loan was followed by 
a heavy outflow of gold. Towards the end of 1930 
France was desirous of rendering Great Britain more 
amenable to co-operation against a possible demand 
on the part of Germany for a revision of the Young 
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Plan, and to that end she sought to increase Great 
Britain’s dependence upon French support by bringing 
about an outflow of gold. 

The French authorities always maintained that these 
movements were due to withdrawal of private French 
deposits owing to normal interest rate considerations. 
The fact remains, nevertheless, that during the period 
between June 1928 and September 1931 the sterling 
assets of the Bank of France were reduced from 
£140,000,000 to £62,000,000. At the same time, the very 
substantial sterling holdings of the French Treasury 
were completely liquidated. In the light of this fact it 
is somewhat difficult to believe that the depreciation 
of sterling on every occasion when relations between 
the British and French authorities were not satis¬ 
factory, was sheer coincidence. Admittedly, there is no 
actual proof in support of the contention that the 
depreciation of sterling on such occasions as, for in¬ 
stance, the Hague Conference or the clash between 
the British and French authorities over the issue of 
the Young Loan, was deliberately engineered by the 
French authorities. The circumstantial evidence in 
favour of that theory is, however, very strong. Even 
if it may be contended that, owing to the natural 
working of normal economic and financial tendencies, 
London was bound to lose gold, it was anything but 
natural that the efflux should be timed always to co¬ 
incide with Anglo-French disagreements, or otherwise 
to suit the purposes of French policy, and that it 
should cease whenever relations between London and 
Paris improved. The French authorities disclaimed 
any intention of encouraging the movement, but the 
fact remains that in June 1928 they reduced the mint¬ 
ing charge on gold from 40 francs to 20 francs per kilo, 
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thereby facilitating withdrawals; that they withdrew 
considerable official balances from London; that by con¬ 
tracting or expanding Treasury balances with the Bank 
of France they manipulated the French money market 
in a way calculated to encourage French banks from 
time to time to withdraw deposits from London. 

It would be absurd to suggest that the aim of the 
French policy was to drive Great Britain off the gold 
standard. This would have been contrary to very 
obvious direct and indirect interests of France. It 
seems probable that the French policy merely aimed 
at weakening London to a sufficient extent to disable 
her from rendering assistance to other countries, and 
to make her dependent upon French assistance. As a 
result of the persistent weakness of sterling attribut¬ 
able largely to withdrawals of French funds, confidence 
in its stability was, however, undermined, and this is 
the main reason why it could not withstand the storm 
of 1931. Thus, whatever was the intention behind the 
French policy, in practice it was responsible for the 
suspension of the gold standard. Even though France 
endeavoured at the eleventh hour to check the ava¬ 
lanche, that does not alter the fact that she started it. 

During the period between June 1928 and May 1931 
France endeavoured to make political use of her finan¬ 
cial resources by other means also. In regard to the 
issue of foreign loans, she adopted the policy of ad¬ 
mitting only loans to her political allies. While a 
number of loans were issued or credits granted for 
Roumania, Yugoslavia, Poland, and Czechoslovakia, 
France declined to participate in the Austrian loan, 
and even in issues for “neutral” countries such as 
Brazil or Japan. Her attitude towards the Bank for 
International Settlements was also inspired by the 
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desire to make use of that institution for her political 
purposes. There is, indeed, a striking similarity between 
the French idea of the Bank for International Settle¬ 
ments and the French proposals submitted to the 
Conference on Disarmament in 1932 for the creation 
of an international army. In the case of the latter, the 
proposal amounted to the pooling of the military re¬ 
sources of all countries for the purpose of protecting 
French interests; in the case of the former, the French 
idea was the pooling of their financial resources for 
supporting French interests. Thanks to the vigilance 
of the British and other non-French members of the 
Board of the Bank, their endeavours to convert it into 
a weapon in the hands of the French Financial General 
Staff were not always successful. 

The third phase of the French financial warfare 
began with the Creditanstalt crisis, and ended with 
M. Laval’s visit to Washington, when France’s finan¬ 
cial power attained its zenith. While during the pre¬ 
vious period France was making slow but sure progress 
towards her goal of politico-financial hegemony, during 
the third period developments in that direction became 
rapid and dramatic. Events followed events in close 
succession. The Creditanstalt affair provided the first 
opportunity for the open assertion of France’s inten¬ 
tions of using financial means for the attainment of 
political objects. When Austria was on the verge of 
collapse, France declared herself prepared to partici¬ 
pate in a credit to meet immediate requirements. Her 
experts rushed to the scene of the crisis, outbidding 
British representatives in their eagerness to help. 
Their attitude bore strong resemblance to the eager¬ 
ness with which French troops crossed the Rhine into 
German territory in 1922, to assist in the work of 
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salvage after a terrific explosion in tlie chemical works 
of Ludwigshafen. Notwithstanding the humanitarian 
spirit which inspired that action, they found time and 
opportunity to investigate in the general upheaval the 
cause of the explosion, in the hope of interesting dis¬ 
coveries which might provide an excuse for the occupa¬ 
tion of the Ruhr. The events in Vienna during the 
Creditanstalt crisis showed that the mentality in Paris 
had not changed since 1922 . On this occasion also the 
sole motive behind the eagerness displayed by France 
at the beginning of the crisis to participate in the work 
of salvage was how to turn Austria’s misfortunes to 
the advantage of France. Subsequent events removed 
every doubt in this respect. At the eleventh hour she 
delivered an ultimatum to the Austrian Government, 
demanding the latter’s renunciation of the Customs 
Union with Germany as the price of French support. 
The price demanded was entirely out of proportion to 
the trifling amount of short-term credit France was 
prepared to give. It was obviously an attempt to take 
advantage of Austria’s desperate situation for extort¬ 
ing from her a concession of vital importance at a 
negligible price. 

This action aroused indignation all over the world, 
and induced the Bank of England to step in and pro¬ 
vide the whole amount required. The French authori¬ 
ties and the French Press did not conceal their bad 
temper over the British action, and their furious 
attacks directed against the British authorities removed 
every doubt as to the motives of the French attitude 
to the Austrian credit. They rendered untenable the 
favourite argument of the apologists for the French 
policy that, “After all, France is not an institute of 
public charity, and there is no reason why she should 
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assist any country of whose policy she does not ap¬ 
prove”. Obviously it was not a question of not wanting 
to help Austria so long as the latter pursued a policy 
which was not in accordance with French interests, 
but a question of wanting to compel her to change her 
policy by means of financial pressure. 

The next important event in the French financial 
warfare was the Hoover Moratorium. The Franco- 
British clash over the Creditanstalt affair accentu¬ 
ated the world-wide wave of distrust against Central 
Europe, and during June the situation became in¬ 
creasingly dangerous. To avert a collapse, President 
Hoover proposed a twelve-months moratorium for all 
war debts and reparations. Had his proposal been im¬ 
mediately and unconditionally adopted, it would have 
most probably checked the wave of distrust. While 
almost every country received the proposal with en¬ 
thusiasm, France resisted it to the utmost, and after 
some delay she accepted it in a form in which its 
beneficial psychological effect was reduced to a mini¬ 
mum. As a result, the situation in Germany became 
critical by the beginning of July. All possibility of 
effective international support to avert disaster was 
ruled out by the insistence of France upon political 
concessions as the price of her participation. Her con¬ 
ditions amounted to reasserting the Treaty of Ver¬ 
sailles, and in several respects aimed even at depriving 
Germany of certain rights left to her by the Treaty. 
No German Government could possibly have accepted 
such conditions. As a result of the deadlock, Germany 
had to introduce measures which practically amounted 
to a moratorium on her external short-term indebted¬ 
ness. This again resulted in the withdrawal of foreign 
balances from London, which compelled the British 
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authorities to suspend the gold standard in September 
1931. 

It is true that the French authorities participated 
in the credit arranged for the support of sterling in 
August and September. It was obviously against their 
interest from a financial, commercial, and political 
point of view that Great Britain should suspend the 
gold standard. In enabling the British authorities to 
delay the inevitable suspension by two months, the 
French authorities enabled French banks and other 
French holders of sterling balances to liquidate their 
holdings. Thus, in practice, the granting of credits to 
the amount of £65,000,000 by France amounted to the 
conversion of a sterling claim into an equivalent franc 
claim. Although the credit was granted without any 
political conditions, the attitude of the French Press, 
and statements made by responsible French politicians, 
made it obvious that France expected political col¬ 
laboration as the price for her support. But for the 
suspension of the gold standard, Great Britain would 
have been compelled to submit to French political 
dictation in order to maintain the stability of sterling. 

In the meantime, the elimination of London as a 
potential source of support for other countries enabled 
France to pursue her ends in Central Europe undis¬ 
turbed. In the hope of assistance from France, Austria 
consented in September 1931 to agree not to proceed 
with the German Customs Union scheme. In Hungary, 
French political finance was even more successful. In 
August 1931 the financial situation of the country was 
becoming desperate, and there was no hope of obtain¬ 
ing any support from London or from Italy. Hungary 
was therefore compelled to accept the French political 
conditions as the price of nominal support, for the sake 
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of which the alliance with Italy was discontinued and 
a new Government appointed in accordance with 
French requirements. 

The suspension of the gold standard in Great Britain 
was the first severe reverse in this triumphant pro¬ 
gress, for it secured the independence of British 
policy from French interference. The obvious task of 
French Financial Diplomacy was to recover its lost 
hold upon Great Britain. Immediately after the sus¬ 
pension of the gold standard, attempts were made to 
induce the British Government to stabilise sterling at 
a lower level with the aid of French credits. Fortun¬ 
ately, the British Government did not fall into the 
trap, and preferred to retain its independence. 

Before very long, however, French Financial Diplo¬ 
macy more than made good this reverse by achieving 
a remarkable victory over the United States. Under 
the concealed threat of bringing about a collapse of the 
dollar by the wholesale withdrawal of official French 
deposits, President Hoover was induced, on the occa¬ 
sion of M. Laval’s Washington visit, to relinquish the 
initiative as to war debts and reparations in favour of 
France. The political blackmail practised on Austria 
in June was repeated in October on a much grander 
scale, though in a much more subtle form, on the 
United States. Before M. Laval’s arrival in Washing¬ 
ton, the representatives of the Bank of France arrived 
and communicated to the Federal Reserve Bank their 
intention of repatriating their balances. They were 
prepared, under certain financial conditions, to refrain 
from repatriating them immediately, but they made 
it plain that any understanding to that effect was sub¬ 
ject to a general agreement on the political issues be¬ 
tween President Hoover and M. Laval. In plain English, 
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this meant that unless President Hoover agreed not 
to repeat his gesture of June last in making sweeping 
proposals without the preliminary consent of France, 
the French authorities would take measures which 
might result in the collapse of the dollar. As the finan¬ 
cial panic in the United States was developing from 
bad to worse, the American authorities were anxious 
to avoid the shock caused by French gold withdrawals, 
and President Hoover agreed to M. Laval’s request. 
At the same time the American monetary authorities 
agreed to pursue a deflationist policy in accordance 
with the French demand. To that end they raised the 
New York bank rate from lj per cent to 3j per cent. 

Thus, in spite of the defeat suffered by French 
Financial Diplomacy through the suspension of the gold 
standard in Great Britain, it appeared to have attained 
its end by October 1931. Five years’ persistent struggle 
for supremacy bore their fruit. France became the 
financial dictator of Europe. The financial victory 
over the United States marks the beginning of the 
fourth period, which we propose to examine in the 
next chapter. 



CHAPTEK III 


LIMITATIONS OP FRANCE’S FINANCIAL POWER 

In November 1931 France’s financial power had attained 
its zenith. Her financial position was strong, and she 
remained comparatively immune from the crisis that 
paralysed her rivals and her opponents. Germany was 
in a perilous position; any political imprudence on her 
part would have let loose an avalanche of inflation and 
financial collapse. There was nothing to fear from that 
quarter, as a nation on the verge of a collapse cannot 
afford to start a war. In fact, hopes were entertained 
in Paris—and by no means unreasonably—that sooner 
or later the position in Germany would become so 
critical as to drive her Government into accepting the 
conditions under which Fiance would be willing to 
save her. The attitude of the smaller Central European 
countries encouraged these hopes. In Austria and 
Hungary economic conditions had become so desperate 
as to compel the Governments to waive considerations 
of prestige and national pride, and to submit to dic¬ 
tation from Paris in the hope of saving their countries 
from a collapse. In Hungary there was a change of 
Government to suit France’s pleasure, while in Austria 
the Foreign Minister, Dr. Schober, the author of the 
German Customs Union scheme, and Dr. Eeisch, presi¬ 
dent of the Austrian National Bank, were removed 
from office, and were replaced by the nominees of the 
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French Government. Indeed, in Central and South- 
Eastern Europe France reigned supreme by the mere 
fact that she was the only potential source of financial 
support. It is true that actual assistance was not very 
generously forthcoming, but the mere fact that France 
could grant support, while other countries could not do 
so, secured obedience on the part of the small countries, 
allies and ex-enemies alike. It is therefore easy to 
understand the assurance with which the French 
Government banked upon a surrender by Germany in 
the course of time as a result of the pressure of the 
crisis and the temptation to obtain relief at the price 
of political concessions. That the French financial 
victory would thus bear its fruits was regarded in Paris 
as a foregone conclusion. After all, London and New 
York were eliminated as potential sources of assistance, 
so that there was nothing to stand between Paris and 
the achievement of her ambitions. 

It is true that the suspension of the gold standard 
had deprived France of the grip she had on Great 
Britain as the only potential source of support for 
maintaining the stability of sterling. Hopes were enter¬ 
tained, however, in Paris, that, sooner or later, when 
the British authorities decided to stabilise sterling, 
they would have to fall back upon French assistance. 
Moreover, the Bank of France still had substantial 
balances in London, with the aid of which it was in a 
position to influence the destinies of sterling. As we 
shall see in a later chapter, the French authorities had 
also other means at their disposal with which they 
hoped to bring pressure to bear upon British policy. 
In the meantime, there was no reason to fear any 
British interference with the French game. There could 
be no question of London repeating the gesture which 
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upset the calculations of Paris in the case of the Credit¬ 
anstalt affair. Great Britain was not in a position to 
grant financial support to any country. She was too 
much engaged in her struggle with the tendencies 
working towards the depreciation of the pound. It was 
impossible to see at that time how far the process of 
destruction would proceed. Anybody suggesting that 
within the next year or two London could possibly 
play once more an active part in the sphere of inter¬ 
national finance would have been regarded as hope¬ 
lessly optimistic and out of touch with realities. 

The crowning achievement of French Financial Diplo¬ 
macy was the elimination of the United States as a 
potential source of interference. As there could be no 
question of any active financial assistance from New 
York—in September 1931 even the British Govern¬ 
ment was unable to obtain credit there—there was no 
reason for Paris to fear any interference with its plans 
on the part of the United States. Although M. Laval 
did not succeed in obtaining any active support for the 
French policy in Washington, he certainly succeeded in 
inducing President Hoover to relinquish the initiative 
in European affairs in favour of France, and to under¬ 
take not to make any move without consulting the 
French Government in advance. This achievement far 
exceeded the most optimistic expectations. 

It appeared at the time as though the French finan¬ 
cial warfare had resulted in as complete a victory as 
did the Great War in 1918, with the difference that 
this time the victory was won without the co-operation 
of any allies—in fact, against her late allies. For this 
reason it was confidently anticipated in Paris that on 
this occasion France would not be “deprived of the 
fruits of her victory” by the moderating influence of 
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any other country. It appeared as if nothing could pre¬ 
vent France from compelling Germany to reaffirm the 
Young Plan. Although this would not have meant that 
France would receive substantial reparations—no 
political power can force a debtor to pay if he has not 
the means to pay with—France would have retained 
her power of keeping Germany in a state of inferiority 
by means of excessive reparations claims. It appeared 
as if France would succeed in forcing Germany also to 
reaffirm the Treaty of Versailles, and even to under¬ 
take obligations beyond the letter of that treaty. It 
also appeared as if France would maintain her position 
of supreme arbitrator in Central Europe, capable of 
dis mi s sing and appointing Governments and Central 
Bank Governors, and breaking or saving currencies 
and banking institutions. 

But those who believed in the permanency of 
France’s political financial hegemony over Europe 
reckoned without many important factors. They did not 
realise that the political weapon of financial power has 
its limitations, or that the basis of France’s financial 
power was essentially ephemeral. It is, indeed, remark¬ 
able that, while the French Financial General Staff dis¬ 
played exceptional foresight in its endeavours to attain 
supremacy, it displayed for some time an equally 
exceptional lack of judgment in assuming that this 
supremacy, once attained, could secure the political 
ends for which it was intended to be the means. 

In the course of the few months that followed the 
French financial victory Paris had to realise the limita¬ 
tion of her financial power. If French Financial Diplo¬ 
macy, after the experience with Austria and Hungary, 
expected the conquest of Germany with financial 
weapons to be an easy matter, it became dis- 
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illusioned before very long. The reason why Austria 
yielded to pressure after realising that there was no 
hope for assistance from any other centre, is that 
ever since the war Austria has been dependent upon 
foreign support, and the main object of her policy has 
been to obtain such support wherever available. 
Austria has completely abandoned political ambi¬ 
tions, and the sole object of her Government has be¬ 
come to keep her population alive under the conditions 
imposed upon her by the Treaty of St. Germain. If it 
was reasonable to assume that France had become the 
only possible source of support, it was only natural 
for the Austrian Government to turn towards her. 
The case of Hungary was somewhat different. There, 
the supreme end of foreign policy was to restore the 
pre-war territory of the country. Until 1931 it was 
believed that the alliance with Italy was the best means 
to that end. In the critical summer of 1931 it was real¬ 
ised, however, that the prospects of the restoration of 
pre-war Hungary were extremely remote, while the 
menace of a financial collapse was imminent. It was 
also realised that such a collapse, apart from its dis¬ 
astrous effect upon the welfare of the population, would 
further remove the possibility of restoring pre-war 
Hungary, as it would weaken the country considerably. 
Hence the readiness with which the Hungarian Govern¬ 
ment yielded to the French political pressure, and 
accepted conditions in return for which it hoped to be 
able to avert financial collapse. 

The case of Germany was totally different from that 
of Austria or Hungary. It is true that the temptation 
to buy French support at the price of political con¬ 
cessions for the sake of immediate relief was as great 
as for Austria or Hungary. The price demanded was, 
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however, much heavier. France was prepared to grant 
Germany a moratorium for reparations payments, and 
also to provide relief in the form of participation in an 
international loan. The essentially temporary char¬ 
acter of this relief was, however, so obvious as to de¬ 
ceive nobody in Germany. For what was the price at 
which France would grant this relief? Apart from the 
humiliating demand for reaffirmation of the Treaty of 
Versailles, Germany was to undertake to resume the 
payment of the Young annuities, or at any rate the 
payment of amounts not much inferior to those fixed 
by the Young Plan. It was only too evident that in 
such circumstances there could be no real recovery in 
Germany. There would have been little use in sacri¬ 
ficing pride and prestige for the sake of assistance which 
would not bring real relief, and which in effect would 
lead to the confirmation of the intolerable burden of 
reparations. 

For the same reason French efforts to bring pressure 
to bear upon the creditors of Germany, in the first 
place upon Great Britain, in order to make them en¬ 
dorse and support French policy towards Germany, 
were doomed to failure. It is true that there was a 
strong temptation for Great Britain and the United 
States to obtain temporary relief for Germany, as this 
might have released their frozen German investments. 
If, however, the relief had to be bought at the price 
of confirming France’s excessive reparations claims, it 
would hardly have benefited the commercial creditors. 
A two-years moratorium, with the unconditional an¬ 
nuities accumulating, would not have placed Germany 
in a position to repay any substantial commercial 
debts. An agreement in accordance with the French 
demands would have only aggravated the position in 
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Germany in the long run, and there was no real in¬ 
ducement for the creditors to agree to it. Even though 
it seemed that the alternative was an immediate col¬ 
lapse, neither Germany nor her creditors showed any 
willingness to yield to French pressure in order to avert 
it. They concluded that, even though the effects of an 
immediate collapse might be disastrous, they could not 
possibly be worse than those of an agreement on the 
lines proposed by France as the condition of her 
assistance. 

Possibly the political power of France’s financial 
dictatorship might have been greater had there been 
any reason to assume that her financial supremacy was 
of a lasting nature. This was, however, by no means 
the case. Even when her financial power was at the 
highest its temporary character was only too obvious. 
The average man in the street may have been hypno¬ 
tised by such a display of financial power, but those 
who penetrated beneath the surface must have realised 
that the decline of that financial power was only a 
question of time. We shall see in Chapter VIII. that 
its foundations were essentially transitory. Even 
though it was difficult to expect an early change in the 
international distribution of financial power, it was 
evident that the one-sided situation which was largely 
the result of the coincidence of a number of circum¬ 
stances could not last. The French authorities them¬ 
selves must have realised this even before they realised 
the limitations of the political power of their financial 
dictatorship. They endeavoured, therefore, to make 
hay while the sun shone, and to exploit the advantages 
of their financial hegemony so long as it was expected 
to last. 



CHAPTER IV 


FRANCE V. GERMANY 

The decision of President Hoover to relinquish the 
initiative on reparations and war debts in favour of 
France gave M. Laval his supreme opportunity. A 
statesman of vision could not possibly have overlooked 
the immense possibilities of the position. France was 
at the height of her power—political, military, and 
financial. Germany was rendered politically impotent 
by the economic depression and the financial crisis, 
without any hope of outside help. A magnanimous 
gesture on the part of France at that stage would 
have become a turning point in history. It would have 
provided a starting point for Franco-German col¬ 
laboration, which would have been an ideal safe¬ 
guard for the security of France and the peace of the 
Continent. On his return from Washington M. Laval 
would have been in a position to make a friendly 
gesture towards Germany without running the risk 
of its being interpreted as a sign of weakness. 
Without being forced by pressure on the part of Great 
Britain and the United States, she could have volun¬ 
tarily agreed to a reduction of reparations, which 
sooner or later would have to be agreed upon in any 
case. In making such a magnanimous gesture France 
would have paved the way for a general economic 
recovery, and would have thereby earned the gratitude 
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of the whole world. The feeling of bitterness over her 
aggressive policy in the past had not yet taken root 
too deeply in world opinion, and might easily have 
been forgotten had France shown signs of a genuine 
change of attitude. 

Unfortunately M. Laval lacked the statesmanlike 
qualities to rise to the heights which the situation 
demanded. He only knew one possible policy, and 
that was to say “No” to every suggestion of a com¬ 
promise, and to block the way to political rapproche¬ 
ment and economic recovery by rigidly insisting upon 
the pound of flesh to which France was entitled by 
virtue of the Treaty of Versailles. His mind was too 
narrow and unimaginative to envisage the immense 
possibilities in the adoption of a conciliatory policy. 
He was not a statesman, but a party politician, whose 
attitude was determined by electioneering considera¬ 
tions. In his international negotiations he was anxious 
to create the impression that, in his heart of hearts, he 
believed in a conciliatory policy, but that he was 
unable to carry it out in face of the uncompromising 
attitude of Parliament and public opinion. On various 
occasions, before delivering a violently uncompromising 
speech in the Chamber, he is said to have advised one 
or two foreign Governments of his intention to do so, 
and was at pains to convince them that the speech 
was meant for domestic consumption, and did not 
represent his own real feelings. Nobody will ever know 
whether he was genuine in public or in private. In any 
case, it made very little difference in practice, for, 
whatever his feelings were, his attitude was as rigidly 
uncompromising as possible. 

Thus, instead of responding to the opportunities of 
the position by showing that France could be generous 
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in her victory, M. Laval continued to pursue his one 
aim: to drive a hard bargain. He insisted upon main¬ 
taining the letter of the Young Plan, even though in 
the changed conditions that plan had ceased to have 
any raison d’etre. He repeatedly declared that France 
was willing to agree to a reduction of her reparations 
claims only to the extent to which her war debts to 
Great Britain and the United States were reduced, 
which meant that the net reparations receipts of 
France were to remain unchanged. He never missed 
an opportunity of reaffirming this attitude, though 
it amounted to a determined refusal on the part of 
France to take any share in the sacrifices which were 
necessary in order to solve the reparations problem 
and pave the way towards world recovery. How he 
imagined that other Governments would ever con¬ 
sent to such an iniquitous and one-sided arrange¬ 
ment is difficult to understand. Possibly he based 
his hopes on the assumption that, as Great Britain 
and the United States were the principal commer¬ 
cial creditors of Germany, they might be induced to 
make one-sided sacrifices. Or, perhaps, he took it 
for granted that France, the “spoilt child of Europe”, 
who had had her way in most essential things ever 
since the Armistice, would once more impose her will 
upon the community of nations. He may have thought 
that the nations which had agreed to the Spa per¬ 
centages, to the reduction of France’s war debts to a 
fraction of its original amount, and to the allocation 
to France of practically the whole of the unconditional 
Young annuities, would agree to anything. 

In his negotiations with the German Government in 
November, M. Laval insisted that any arrangements 
as to reparations after the expiration of the Hoover 
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Moratorium on July 1, 1932, should be made on the 
basis of the Young Plan. After lengthy negotiations in 
Paris, an agreement was reached on the procedure to 
be followed, and the German Government applied to 
the Bank for International Settlements to appoint a 
committee under the provisions of the Young Plan to 
exa min e Germany’s capacity to pay. This committee 
met at Basle in December, and after several weeks of 
heated discussion, in the course of which the attitude 
of the French delegate, supported only by the Yugo¬ 
slav delegate, very nearly brought about a breakdown 
of the conference, a report was unanimously agreed 
upon. Although the terms of reference of the com¬ 
mittee excluded the possibility of making any pro¬ 
nouncement as to Germany’s total capacity to pay, the 
report contained some important general remarks as to 
the desperate situation in Germany, and urged the 
Governments concerned to take immediate action to 
avert a collapse. 

Accordingly, the British Government proposed that 
a conference should be held as early as possible in 
January. The French request as to the date and place 
of the conference was accepted, and it was agreed that 
the conference should be held at Lausanne on January 
17. Meanwhile M. Laval continued to reassert on every 
possible occasion the French policy of refusing to agree 
to any reduction in France’s net reparations receipts, 
and he repeated that, even if a moratorium were 
granted to Germany under the Young Plan, he would 
insist that the unconditional annuities should be paid 
and re-lent to Germany through the Bank for Inter¬ 
national Settlements. 

Dr. Bruning, under pressure of intensified activities 
on the part of the extreme Nationalists, considered it 
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necessary to define the policy of his Government. In 
a statement published in January he made it plain 
that Germany could not resume reparations payments 
either then or later. He declared that a moratorium 
would not serve any useful purpose, and that Germany 
would not undertake to pay the postponed annuities 
at a later date. He made it plain that the German 
delegation at the Lausanne conference would demand 
the cancellation of reparations. This pronouncement 
was followed by an outburst of indignation in France. 
While it was considered in Paris only natural that 
France should define the policy she intended to follow 
at Lausanne in advance, apparently the same right was 
denied to Germany. Although Dr. Briining’s statement 
created an atmosphere of tension in international 
politics, it certainly had a beneficial ‘effect in frustrating 
the efforts made in certain British quarters to bring 
about some kind of feeble compromise which would 
have postponed the inevitable day of reckoning with¬ 
out in the least solving the problem. Throughout 
December and January desperate efforts were made to 
arrange a Franco-British agreement on a moratorium 
to Germany for a period which was sometimes pro¬ 
posed to be as short as six months, and sometimes 
for as long as three years. 

The idea of a moratorium unaccompanied by a 
fundamental revision of the Young Plan and a thorough 
scaling down of the totals payable, was regarded with¬ 
out enthusiasm by most people outside France. It was 
felt that such an arrangement would not eliminate the 
feeling of uncertainty, and would not therefore bring 
relief to the economic situation in Germany. The value 
of such an arrangement from the point of view of 
international economic recovery was regarded as highly 
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inadequate. Dr. Briining’s statement, which ruled out 
the possibility of such futile attempts at unsatisfactory 
compromise, was therefore received with satisfaction, 
as it was hoped that it would compel the Governments 
concerned to face the problem instead of trying to 
evade it, and to aim at adopting a definite solution 
calculated to eliminate uncertainty. 

Those who hoped that Dr. Bruning’s straightforward 
declaration would compel all parties concerned to face 
the facts which they ought to have faced long ago, 
reckoned, however, without France. After having 
made all arrangements for the Lausanne Conference, 
summoned at the urgent insistence of the Basle Com¬ 
mittee’s report bearing the signature of the French 
delegate, M. Laval announced that France was not 
prepared to participate in the Conference, which had 
to be indefinitely postponed. By this action France 
placed herself decidedly in the wrong, even on the basis 
of the Hague Agreement. After all, the appointment 
of the Basle Committee was made on the basis of the 
Young Plan on the insistence of France, so that, in 
disregarding its recommendations, France laid herself 
open to the charge of having violated the letter and 
the spirit of the Young Plan. But this is a point for 
international jurists and politicians. From a practical 
point of view it is much more important that, in con¬ 
sequence of the delay caused by France, the inter¬ 
national financial situation became further aggravated, 
there was a further fall of commodity and security 
prices, and there was further wholesale destruction of 
the world’s wealth. The French attitude has thus 
been directly responsible for the prolongation and 
aggravation of the economic crisis. 

It may be argued that, as in January France was 



IV 


FRANCE V. GERMANY 


35 


likely to meet with practically unanimous opposition 
from the other powers—both Italian and British 
Governments made it plain that they were in favour 
of the cancellation of war debts and reparations—she 
could not be expected to participate in a conference 
where she was certain to be isolated. From this point 
of view, however, the situation is certain to remain 
unchanged by June. Even from a French point of view 
it was a grave error to insist upon the postponement 
of the Lausanne Conference. In January, France was 
still at the height of her financial power. Meanwhile, 
however, her position in this respect has weakened 
considerably, partly as a result of Great Britain’s 
spectacular financial recovery, and partly through the 
deterioration of economic and financial conditions in 
France itself. Thus, the chances are that France will 
carry less weight at Lausanne in June than she would 
have carried in January. 

The only point of view from which the postpone¬ 
ment of the Lausanne Conference could be explained, 
if not excused, is from internal political considerations. 
On the eve of the General Election in France and of 
the Presidential Election in Germany, both countries 
would have been reluctant to make concessions. This 
argument is, however, hardly convincing. It would 
have been better to confront the electorate in both 
countries with accomplished facts even if the result 
had been a change of Government. If a statesman is 
convinced that the terms which he is willing to accept 
are the best obtainable for his country, he has no right 
to refuse them for considerations of party politics. 
Moreover, it is by no means certain that, had M. Laval 
agreed at Lausanne in January to a reasonable settle¬ 
ment, this would have meant political suicide. Public 



36 


FINANCE AND POLITICS 


CH. IV 


opinion in France is beginning to take account of 
realities, and conceivably it might have received a 
reasonable settlement with relief. If, after having 
agreed to a radical reduction of reparations, M. Laval 
had gone before the electorate, he would have had a 
fair chance of reaping the reward of his courage and 
statesmanship. He did not dare, however, to take the 
risk, and the world continues to suffer in consequence. 



CHAPTER V 


REPARATIONS AND COMMERCIAL DEBTS 

The desperate conditions prevailing in Germany have 
at last made France realise that she can in no cir¬ 
cumstances rely upon receiving substantial sums of 
reparations. Even though Paris insists on maintaining 
Germany’s reparations liabilities at a high figure for 
political purposes, the French authorities are well aware 
that the amount which Germany can reasonably be 
expected to pay, even after the crisis is over, is very 
small. It is generally known that whatever reparations 
Germany has paid so far she has been enabled to pay 
as a result of foreign borrowing. It is equally obvious 
that in consequence of the crisis Germany will find it 
difficult, even after a return to normal conditions, 
to resume borrowing abroad, at any rate so long as 
reparations claims exist. Bankers and investors abroad 
will think twice before lending again in Germany for 
the purpose of paying reparations. In the past it has 
been their loans that have kept the uneconomic system 
of reparations in existence. Without their assistance 
the Dawes Plan would have broken down within a few 
months of its adoption. One would imagine that France 
should be duly grateful to those who enabled Germany 
to make substantial payments which she would not have 
been able to make without the assistance of these in¬ 
vestors and bankers. Instead of this, all they receive for 
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their contribution towards maintaining the system of 
reparations in favour of France is a torrent of abuse in 
the French Press and from French politicians. British 
and American bankers are described as reckless gam¬ 
blers who have risked other people’s money for the sake 
of fantastic profits. A systematic Press campaign is 
waged against them. It is stated that London banks have 
borrowed from Paris at 3 per cent, and have re-lent it 
to Germany at 8 per cent. Anyone acquainted with the 
conditions prevailing in the money markets before the 
crisis must be aware that these figures are malicious 
inventions. By far the greater part of the credits 
granted to Germany in London assumed the form of 
acceptance credits, which means that against payment 
of a commission that varied between \ per cent and 1J 
per cent per annum, according to individual circum¬ 
stances, the banks and acceptance houses accepted 
the bills drawn upon them by the German borrowers, 
thereby enabling the latter to place their bills in the 
London market at the rate quoted for fine bank bills. 
During the few months that preceded the crisis the 
market rate was about 2| per cent. Thus, German 
firms were able to borrow in London at rates vary¬ 
ing between 2f and 3§ per cent. Obviously these rates 
did not allow anything for abnormal risk, and the 
business cannot therefore be branded as speculative. 

The reason why the lending rate of 8 per cent has 
been invented by French propaganda is the desire to 
undermine the moral claim of banking creditors. It is 
argued that, while the payment of reparations is a 
question of supreme justice, the commercial creditors 
have only themselves to blame if they are not repaid, 
as they have taken undue risk for the sake of unduly 
high profits. The object of this propaganda is to create 
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a moral basis for the French demand that reparations 
should enjoy priority over the commercial debts of 
Germany. Ever since M. Laval’s return from Wash¬ 
ington the French Government has endeavoured to 
induce the German Government to recognise the 
priority of reparations. The latter, however, has per¬ 
sistently refused to accept this demand. It would, 
indeed, be absurd to recognise the priority of a political 
debt over a commercial debt. The former was agreed 
upon at Versailles under the threat of invasion, and, 
although subsequent treaties such as the London 
Agreement of 1924 and the Hague Agreement of 1930 
were not signed under such direct pressure, they were 
the outcome of the Treaty of Versailles, and have 
therefore no more moral basis than that treaty. If 
somebody is forced by menaces to undertake some¬ 
thing which he is not in a position to execute, the 
non-execution of the undertaking casts no shadow 
upon his integrity. Thus, if Germany were to repudiate 
reparations, her standing as a debtor would not suffer 
in the least. Her commercial debts, on the other hand, 
have been contracted by voluntary agreement, and they 
represent value received from the foreign creditors. 
Their repudiation would destroy for ever Germany’s 
external credit. As reparations are evidently beyond 
Germany’s capacity to pay, to recognise their priority 
over commercial debts would be equivalent to the 
repudiation of the latter. No German Government is 
ever likely to adopt such a suicidal policy. 

The practical significance of the question of priority 
became manifest in connection with the negotiations 
for the renewal of the standstill agreement on com¬ 
mercial debts. As is well known, in September 1931 
the banking creditors of Germany concluded a stand- 
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still agreement providing for the postponement of all 
payments of short-term debts until February 29,1932. 
In December 1931 the representatives of creditors and 
debtors met in Berlin to negotiate the renewal of this 
agreement. Evidently the banking creditors were in a 
strong position as compared with the reparations 
creditors, for, while no reparations payments fell due 
until the end of the Hoover Moratorium on July 1, 
1932, the debts covered by the standstill agreement fell 
due on March 1. Naturally enough the banking creditors 
were reluctant to give up this advantage, and were 
desirous of connecting the renewal of the standstill 
agreement with an agreement covering reparations, 
whether it was to assume the form of a moratorium 
or a definite reduction of payments. On the other hand, 
the French authorities insisted that they could not 
negotiate reparations until the position as to commer¬ 
cial debts was made clear by the renewal of the stand¬ 
still agreement. An intermediate solution would have 
been to renew the standstill agreement for another 
three months, in which case the credits covered by it 
would fall due before the end of the Hoover Mora¬ 
torium. This solution had the disadvantage of pro¬ 
longing the uncertainty, and was therefore undesirable. 
The conflict of interests between the French Govern¬ 
ment and banking creditors threatened to bring about 
a deadlock. 

It is to the credit of the bankers that eventually they 
decided to yield so as to avoid causing an aggravation 
of the crisis. They concluded an agreement in January 
1932 to renew the standstill agreement for a period of 
twelve months, irrespective of the attitude of repara¬ 
tions creditors. Moreover, they agreed to refrain from 
insisting upon any repayment during that period. Ever 
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since the beginning of the crisis the gold and foreign 
exchange reserve of the Reichsbank had been dwind¬ 
ling, and it was feared that a further decline of the 
reserve might bring about a collapse of the reichsmark. 
For this reason the creditors were willing to sacrifice 
their claim for immediate repayment for a period of 
twelve months provided that no other creditor outside 
the agreement were given preferential treatment. 

The conclusion of the new standstill agreement for 
twelve months created a very favourable impression, 
as it removed at least one point of uncertainty. Its 
psychological effect was decidedly favourable, and 
people began to look upon the German situation more 
hopefully. 

The improvement was too good to last. Before very 
long the French authorities successfully damped the 
reviving optimism by bringing about the postpone¬ 
ment of the Lausanne Conference. Moreover, their atti¬ 
tude towards the Central Bank credits granted to the 
Reichsbank under the auspices of the Bank for Inter¬ 
national Settlements was calculated to jeopardise the 
newly concluded standstill agreement. This credit, 
amounting to $100,000,000, was granted in June 1931; 
the Bank for International Settlements, the Bank of 
England, the Bank of France, and the Federal Reserve 
Bank of New York participated in it in equal shares. 
Originally it was granted for a short period only, but 
was repeatedly renewed, and fell due on February 4, 
1932. It was hoped that the Central Banks concerned 
would follow the example of the other banking cred¬ 
itors, and would agree to a renewal for a long period. 
Although the statutes of two of the participating banks 
made it impossible to grant any credit for a period 
exceeding three months, it was hoped that there would 
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be no difficulty in granting the renewal for three 
months with the understanding that it would be re¬ 
newed again on May 4. On January 11, 1932, it was 
announced from Basle that the Board of the Bank had 
decided to agree to a renewal of the credit only on 
condition that all the participating banks agreed to it. 
It was understood that the Bank of France was not 
prepared to renew the credit for more than one month. 
The object of the French authorities was only too 
evident. They hoped to bring pressure to bear upon the 
German Government by insisting upon repayment; 
for, apart from the disadvantages of a reduction of 
the Reichsbank’s reserve to meet their demand, the 
repayment of the Central Banks’ credit would have 
resulted in the cancellation of the standstill agreement. 

As we pointed out above, the renewal of the bank 
credits for twelve months was subject to the condition 
that no other creditor should receive preferential treat¬ 
ment, and especially that no part of the Central Bank 
credit should be repaid. It was hoped in Paris that, 
rather than be compelled to declare a moratorium, the 
German Government might be prepared to make con¬ 
cessions regarding reparations. In order, however, to 
strengthen this position, the Bank of France insisted 
that the German Government should undertake not 
to raise any obstacle to the repayment of the Reichs- 
bank credit. It was only on such conditions that the 
Bank of France was prepared to agree even to a re¬ 
newal for one month. To avoid an i m mediate crisis, 
the German authorities accepted that condition, there¬ 
by depriving themselves quite unnecessarily of the only 
weapon they possessed for defending themselves against 
the use of the Reichsbank credit for political purposes. 
They ought to have refused the demand on the ground 
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that no creditor was entitled to better treatment than 
the creditors under the standstill agreement. Possibly 
the reason why they accepted the French demand was 
that they hoped to be able to repay the Bank of France 
if necessary with the aid of the new credits to be ob¬ 
tained from other sources. In fact, it was understood 
that Mr. Montagu Norman carried on negotiations for 
making arrangements to replace, if necessary, the par¬ 
ticipation of the Bank of France in the Reichsbank 
credit. 

On the occasion of the February Board Meeting of 
the Bank for International Settlements the question 
of the Reichsbank credit was discussed once more. 
Reports that an agreement on principle was reached 
were emphatically denied by the inspired French Press, 
stating that there could be indeed no agreement, for 
the Central Bank Governors were only technical experts, 
and were therefore not in a position to discuss the 
political aspects of the question. These remarks ap¬ 
pearing in French newspapers which are usually in¬ 
spired from official quarters, amounted to an official 
acknowledgment of France’s intention to use her claim 
for political purposes. 

France’s attitude towards the renewal of the Reichs¬ 
bank credit shows a striking similarity to her attitude 
towards the Creditanstalt affair. In both cases the 
French authorities attempted to use financial means 
for political ends; in both cases they tried to obtain 
political results of immense importance at a ridicu¬ 
lously low price; in both cases they endangered inter¬ 
national financial stability; in both cases they based 
their calculations on the assumption that the Govern¬ 
ments concerned were prepared to yield to political 
blackmail; in both cases they took it for granted that 
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no other countries except France were in a position to 
assist the embarrassed debtor. As is well known, in the 
case of the Creditanstalt this assumption proved to be 
wrong, as the Bank of England went to the rescue of 
the Austrian National Bank. In the case of the Reichs- 
bank credit History very nearly repeated itself. It is 
known that arrangements were being made for pro¬ 
viding the amount required for the repayment of the 
French share in the credit. The mere possibility of such 
repayment frustrated the French hopes of obtaining 
the political concessions they wanted as a price for the 
renewal of their share. As, however, all Central Banks 
concerned were anxious to avoid an open clash with 
the Bank of France, the question was eventually 
settled by compromise. The Bank of France agreed to 
renew the credit for three months until June 4, and the 
Eeichsbank agreed to repay 10 per cent of the amount. 

Technically, this solution was against the terms of 
the standstill agreement, and the banking creditors 
were placed thereby in a position to declare the agree¬ 
ment null and void. A considerable section of the 
American creditors was, in fact, in favour of such a 
step, but fortunately common sense prevailed, and it 
was eventually agreed to carry on the standstill agree¬ 
ment. Thus, for the second time within a few months, 
the banking creditors displayed a reasonable attitude 
in sharp contrast with the unbending policy of the 
French authorities. 



CHAPTER VI 


FRANCE AND HER ALLIES 

In the previous two chapters we have described the 
attitude of France towards countries whose policies she 
disapproved and opposed. We have seen that, not¬ 
withstanding the severe crisis which threatened to de¬ 
velop into a world disaster, France has pursued a 
purely selfish policy, and that, instead of co-operating 
in order to mitigate the evil consequences of the crisis 
and to discover a way of escape, her only aim has been 
to get as much political advantage out of the crisis as 
possible. Let us now examine the attitude of France 
towards the countries which ever since the war have 
followed a policy that has suited Quai d’Orsay. These 
countries are Poland, Yugoslavia, Czechoslovakia, and 
Roumania. 

Even before the stabilisation of the franc, while 
France had to struggle with her own financial prob¬ 
lems, she did not miss an opportunity of strengthening 
financial and industrial links with these countries. The 
Union Europeenne Industrielle et Financiere, backed 
by the Schneider-Creuzot group of armament manu¬ 
facturers, acquired a controlling interest in various 
industrial and mining enterprises in Poland, Czecho¬ 
slovakia, etc., which provided the local supply of 
armaments. In spite of France’s financial difficulties 
during the years of inflation, there was always sufficient 
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capital forthcoming for such purposes. It is well to 
recall this fact, in face of the French criticism of the 
British authorities for having allowed London to 
grant loans to foreign borrowers during the last few 
years, in spite of the fact that there was no genuine 
surplus available for that purpose. If Great Britain 
overlent, it was at least for constructive purposes, 
while the overlending by France previous to 1926 was 
almost exclusively for destructive purposes. A fact 
that is also worth recording is that the acquisition 
of French control over the Skoda works of Czecho¬ 
slovakia, the largest manufacturing concern of arma¬ 
ments in Central and Eastern Europe, was financed 
largely with British capital. While the Union Euro- 
peenne Industrielle et Financiere acquired the control 
of the share capital at a comparatively small cost, 
British investors took up a substantial debenture issue 
of the Skoda works. This fact is in itself sufficient to 
dispose of the argument that British finance since the 
war has been as political in character as French finance, 
and that the only difference between the two was that, 
while the former assisted mainly ex-enemies, the latter 
assisted exclusively ex-allies. No French Government 
would ever have authorised the issue of a loan for an 
enterprise controlled for political purposes by British 
interests. 

During the period between the Armistice and the 
stabilisation of the franc a number of French loans and 
credits were granted to the four countries. Most of them 
served the purpose of supplying them with armaments. 
In some cases the loan was granted on the condition 
that it had to be spent on armaments in France. In 
other cases the French War Office itself supplied the 
Governments of Poland and of the States of the Little 
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Entente with armaments on a credit basis. It was a 
very convenient way of getting rid of old supplies for 
which France had no further use. Ammunition left 
over from the Great War, or at any rate too old to he 
kept much longer without risk of explosion, was sold 
to these Governments, which were only too anxious to 
take them over so long as there was no need for them 
to pay cash. On more than one occasion the ammuni¬ 
tion thus sold duly exploded soon after its arrival at 
its destination, leaving destroyed depot buildings and 
an increased external indebtedness behind. One of the 
reasons why Poland, Yugoslavia, and Roumania found 
it difficult to raise loans for constructive purposes was 
the large amount of their indebtedness arising from 
such transactions. 

Thus the assistance given by France to her allies 
tended to delay rather than to encourage their economic 
reconstruction. Whenever they wanted capital for con¬ 
structive purposes they had to approach London or 
New York, and within the limits of possibility they 
were helped by these two centres. The fact that 
Czechoslovakia was able to stabilise her currency as 
early as 1922 was largely due to the loans raised in 
London and New York. Yugoslavia succeeded in ob¬ 
taining a loan in the United States in 1923. Later, 
when, after the stabilisation of the franc, Poland, 
Yugoslavia, and Roumania concluded stabilisation 
loans under French auspices, British and American 
capital willingly participated in the loans, the greater 
part of which was taken up outside France. It is thus 
incorrect to state that these countries depended ex¬ 
clusively on France for their prosperity and stability, 
and that, therefore, France had to reserve her re¬ 
sources for them. 
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Nor is it justifiable to present France as the unselfish 
benefactor of her small allies. Even on the occasions 
when she granted them assistance for constructive pur¬ 
poses, such as when she participated in the Polish, 
Yugoslav, and Roumanian stabilisation loans, she drove 
with them a very hard bargain. In every case France 
insisted on being paid for her assistance not merely in 
interest and commission, but also in commercial and 
political concessions. M. Rist, the French adviser ap¬ 
pointed to the National Bank of Roumania as a con¬ 
dition of the stabilisation loan, considered it his main 
task to safeguard French commercial interests in 
Roumania, often to the detriment of Roumanian in¬ 
terests. On many occasions he vetoed transactions 
which would have been beneficial to the country, 
merely because the orders were given to British or 
other non-French firms. To give only one example: The 
Roumanian State Railways were in 1928 in pressing 
need of new engines. Tenders were received from vari¬ 
ous countries, and the terms of one British tender were 
regarded as satisfactory. M. Rist, however, vetoed the 
conclusion of the transaction, and advised the Govern¬ 
ment to have the old engines repaired in France. The 
advice was followed, with the result that, during the 
exceptionally severe winter of 1928-29 a good many 
of the newly repaired engines broke down, and traffic 
became hopelessly disorganised. 

The political price France demanded of her allies was 
that they should keep aloof from Germany even to the 
detriment of their own commercial interests. As Ger¬ 
many provided a natural market for their products, 
Roumania and Yugoslavia were anxious to improve 
their commercial relations with her. This, however, was 
viewed with disfavour in Paris, and strong pressure 
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was put upon both Governments to refrain from estab¬ 
lishing closer commercial relations with Germany. In 
the case of Roumania it happened on one occasion that, 
on the insistence of the French Government, the Rou¬ 
manian authorities refused admittance at the frontier 
to the German delegates whom they had invited to 
Bucharest to negotiate a trade agreement. 

It is thus no wonder that, in spite of their political 
sympathies with France, the Governments of these 
countries were reluctant to tie themselves down too 
much to French finance, and were anxious to establish 
and maintain contact with London and New York. 
They found French banking interests most difficult to 
deal with, and in every case negotiations dragged on 
for an eternity before the transaction was actually 
concluded. 

It must be admitted that, after the beginning of the 
financial crisis in 1931, French assistance rendered 
valuable services to the political allies of France. 
Credits were granted by the Bank of France to their 
Central Banks, and by the French Treasury to their 
Governments. A French banking group, headed by 
the Banque Fran 9 aise d’Acceptation, provided cam¬ 
paign credits which, in the changed conditions, were 
difficult to obtain elsewhere. There is no doubt at all 
that, but for French assistance, financial conditions in 
all these countries, with the possible exception of 
Czechoslovakia, would have become as bad as in 
Austria and Hungary. In preventing the process of 
destruction from spreading over these countries, France 
rendered a real service not only to the countries con¬ 
cerned, but also to the world as a whole. Although 
pursuing, as usual, political objects in her assistance, 
she has to some slight extent mitigated the world crisis. 
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The assistance was not, however, sufficient to safe¬ 
guard these countries against the crisis. With the 
exception of Poland, they were compelled to intro¬ 
duce exchange restrictions. Nor did France grant 
support even to her allies without discrimination. It 
was forthcoming generously as far as Poland was 
concerned, because the political interests of the two 
countries were identical, Poland being France’s natural 
ally against Germany. Support was given with some 
reluctance and inadequacy to Yugoslavia, and this 
country was forced to introduce exchange restrictions 
and to allow one of its leading provincial banks to fail. 
Assistance was delayed in the case of Roumania, and 
came too late to prevent the failure of one of the 
leading banks in that country, the Banca Marmorosch 
Blank & Co. 

The case of the Banca Marmorosch Blank & Co. 
deserves some attention, as it is characteristic of the 
essentially political ends pursued by French finance 
even in relation to allies of France. The bank got into 
difficulties in November 1931, as a result of a run by 
its depositors. It had immobilised its resources mainly 
in financing concessions granted by the Government, 
but apart from this it was solvent. Being one of the 
most important banks of the country, with an extensive 
system of branches in the provinces, it was a matter 
of public interest to support the bank and tide it 
over its temporary embarrassment. In every country 
throughout the crisis the leading banks of interna¬ 
tional importance received the utmost support from 
their Governments. In Austria the Creditanstalt re¬ 
ceived the Government guarantee as well as financial 
assistance. In Hungary the Hungarian General Credit 
Bank was helped to the utmost during the run of 1931 . 
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In Germany tlie Danatbank and the Dresdner Bank 
received all the support they required. In Italy the 
leading commercial banks were relieved of their im¬ 
mobilised assets with the assistance of the authorities. 
In Sweden the Skandinavska Kreditaktiebolaget was 
saved from the consequences of the Kreuger crisis by 
Government support. Roumania was practically the 
only country which allowed one of its most important 
banks to fail. Naturally enough, the Government was 
most anxious to support it, and the National Bank 
granted it a certain amount of assistance. The French 
financial adviser, M. Auboin, who succeeded M. Rist 
in that post, insisted, however, that the support 
should be discontinued, and is said to have intimated 
to the Roumanian authorities that, unless his “advice” 
were followed, there would be no assistance forth¬ 
coming from France for Roumania. In such circum¬ 
stances the Roumanian Government had no choice 
but to allow the bank to suspend payment. 

In order to understand the motives of the French 
attitude, which has caused immense harm to Rou¬ 
manian economic and financial interests, it is necessary 
to give some details of the relations between party 
politics and banking in Roumania. The Liberal party, 
which is the most pro-French political party in the 
country, ruled Roumania almost uninterruptedly from 
the end of the war until 1928. Its bank, the Banca 
Romaneasca, acquired control over a very substantial 
part of the economic resources of the country, largely 
with the political assistance of the Liberal Government 
while in power. With the return of King Carol to 
Roumania the rule of the Liberal party ended, owing 
to its hostile attitude towards the King previous to his 
ascension to the throne. As the Banca Marmorosch 
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Blank & Co. had always maintained friendly rela¬ 
tions with King Carol, the new regime was anxious to 
assist its development so as to counteract the excessive 
economic power of the Banca Romaneasca, which might 
otherwise be used some time for political purposes 
against the new regime. As the sentiments of several 
prominent members of this regime were regarded in 
Paris as too friendly, or at any rate not sufficiently un¬ 
friendly, towards Germany, French Financial Diplo¬ 
macy considered it desirable to teach them a lesson, and 
at the same time to weaken their power by allowing 
the Banca Marmorosch Blank & Co. to fail. In doing 
so they achieved the double object of intimidating 
any pro-German tendencies that might have existed 
in Roumania and at the same time strengthening the 
financial power of the extreme pro-French opposition 
by saving the quasi-monopolistic position of the Banca 
Romaneasca. After the failure of the Banca Marmo¬ 
rosch Blank & Co., however, French interests realised 
that the crisis in Roumania had to be checked, and 
support was then forthcoming to save the country 
from collapse, which would have been detrimental to 
French interests. 

It is thus evident that the French financial policy 
was not constructive without qualification even in 
relation to the political allies of France. Support was 
granted only as and when it was considered to be 
beneficial to French interests. It is certain that the 
countries concerned, notwithstanding their debt of 
gratitude towards France, are only too anxious to be 
relieved of her tutelage, which is usually humiliating 
and often detrimental to their welfare. 



CHAPTER VII 


PRANCE V. THE UNITED STATES 

WHENM.LavalreturnedfromWashingtoninNovember 
1931, he announced from the platform of the Chamber 
of Deputies that, as a result of his journey, official 
circles and public opinion in the United States had 
been converted to a better understanding of the 
French point of view. If that statement expressed his 
genuine opinion, it must show an utter lack of judg¬ 
ment. To state that sentiments in the United States 
had undergone a change favourable to France was in 
flagrant contradiction to glaring facts, and in plain 
disregard of the most obvious symptoms. In fact, M. 
Laval’s Washington visit may be regarded as a turning 
point in Franco-American relations. Until October 1931 
American public opinion had regarded the French 
point of view with sympathy and understanding, even 
though it did not approve of it. Since October last, 
however, an anti-French feeling of increasing intensity 
has been developing in the United States. It manifests 
itself on every possible occasion. The attitude of the 
American Press, statements by responsible politicians, 
the temper of Congress, and even the official policy of 
the United States administration, unmistakably show 
that France has lost the valuable friendship of the 
United States. 

The immediate cause of this changed attitude has 
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been the indignation caused by the manipulations of 
the official French dollar balances. We have seen in 
Chapter II. that, in order to assist M. Laval in his 
endeavours to persuade President Hoover to relinquish 
the initiative of reparations in favour of France, 
French Financial Diplomacy threatened to withdraw 
the official dollar balances, amounting at that time to 
well over $600,000,000. Possibly this task was not so 
difficult as one would imagine. Had President Hoover 
made up his mind definitely to repeat his gesture of 
June in making sweeping new proposals as to war 
debts and reparations, it seems probable that he would 
not have yielded to the pressure brought to bear upon 
him by the French financial manipulations indicated 
in the previous chapter. But he was not at all certain 
whether he should go further in the way of concessions 
as regards war debts. The twelve-months moratorium 
was not yet ratified, and there was every indication of 
stormy opposition to it in Congress. In such circum¬ 
stances it might have been risky for him to go further 
in the same direction before his first step was endorsed 
by Congress. In spite of this there is good reason to 
believe that he was inclined to take that risk. Con¬ 
ditions in the United States were moving towards a 
general panic in October 1931, and it appeared that 
only drastic steps, such as substantial concessions in 
the matter of war debts, which were sure to produce a 
strong psychological effect, could avert disaster. While 
President Hoover was hovering between taking the 
economic and financial risk of a collapse and the 
political risk of violent opposition in Congress and in 
the country, M. Laval arrived at the psychological 
moment, and his action influenced President Hoover 
to decide in favour of refraining from taking any 
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further steps. “When in doubt, do nothing” is a time- 
honoured device in politics as in other spheres. The 
menace of a crisis through the sudden withdrawal of 
the official French dollar deposits was more than 
sufficient to sway the balance against any intervention. 
It appeared that if President Hoover kept aloof from 
Europe a collapse might or might not take place in 
the United States, while, if he antagonised France by 
intervening once more, a collapse would be highly 
probable, if not certain. Thus, owing to the French 
intervention, it appeared desirable for the President, 
both from an economic as well as from a political point 
of view, to abstain from taking action and to leave the 
initiative to France. 

However it may be, the French manoeuvring with 
their financial weapons for political purposes caused 
immense indignation, which did not confine itself to 
the financial district of New York. The threat of whole¬ 
sale withdrawal of the official French dollar deposits, 
in addition to the hasty repatriation of dollar balances 
held by French private banks, aggravated the panicky 
atmosphere in October to no slight extent. The French 
authorities sought to justify their desire to repatriate 
their dollar balances by the losses they suffered on their 
sterling balances. Their attitude was, however, highly 
unconvincing, as with her huge gold stock the United 
States was in an incomparably stronger position than 
Great Britain. So long as the French authorities 
abstained from the wholesale repatriation of their 
balances, there was no danger whatsoever for their 
security. It was only they themselves who could under¬ 
mine the security of their own deposits by attempting 
to repatriate them within an unreasonably short period. 

It was obviously against the interest of France to 



56 FINANCE AND POLITICS CH. 

drive the United States off the gold standard. A col¬ 
lapse of the dollar would have created an impossible 
international monetary position, and would have 
eventually brought about a disastrous crisis in France 
itself. France had every reason, therefore, to follow a 
policy of collaboration so as to avert such a disaster. 
This was duly realised in Paris the moment Great 
Britain suspended the gold standard, and the im¬ 
mediate reaction in official circles was to advocate 
a sainte alliance of countries on a gold basis. French 
Financial Diplomacy could not, however, resist the 
temptation of making use of its strong position in New 
York for political purposes. Its aim was to make 
Washington feel that the stability of the dollar de¬ 
pended on the goodwill of Paris. In this respect it pur¬ 
sued the same policy as it had in regard to Great 
Britain during the two years that preceded the 
financial crisis. While it was obviously against French 
interests that Great Britain should be driven off the 
gold standard, it was considered desirable in Paris to 
weaken London’s position so as to make the mainten¬ 
ance of the stability of sterling dependent upon French 
assistance, which would then be forthcoming at a price. 
Experience has shown that it was easier to start the 
financial avalanche than to stop it. Owing to the with¬ 
drawal of French balances, sterling was frequently at 
gold-export point during the two years that preceded 
the financial crisis, and this contributed to a very great 
extent to undermine confidence in its stability. As a 
result, in the summer of 1931 it was unable to with¬ 
stand the pressure caused by the acute wave of dis¬ 
trust, and although France was then genuinely anxious 
to defend sterling, her belated assistance was un¬ 
availing. 
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Notwithstanding this lesson, Paris tried to repeat 
the same policy with regard to the dollar. While 
agreeing not to withdraw the official balances too sud¬ 
denly, the French authorities proceeded almost in¬ 
cessantly with their gradual repatriation. Apart from 
their direct operations in the foreign exchange market, 
as a result of which the dollar was kept almost con¬ 
stantly at a discount, and, as often as not, in the 
vicinity of gold-export point, the Bank of France ear¬ 
marked considerable amounts of gold with the Federal 
Keserve Bank. The persistent weakness of the dollar, 
brought about largely by the repatriation of French 
balances, gave rise from time to time to a wave of 
distrust, as a result of which gold was withdrawn from 
New York by private arbitrage in addition to the 
withdrawals carried out on official account for the sup¬ 
port of the exchange or on French account for the 
repatriation of balances. 

In November 1931 the flight from the yen provided 
welcome support for the dollar, while early in 1932 
the cessation of the internal drain caused by the hoard¬ 
ing of notes naturally strengthened the position. After 
the turn of the year, the dollar also received con¬ 
siderable support from London. The British author¬ 
ities purchased huge amounts of dollars, at first to 
provide funds for the repayment of the credits con¬ 
tracted in New York in 1931 for the defence of sterling, 
and later, when the amount required for this purpose 
was covered, in order to prevent an unwanted appre¬ 
ciation of sterling. These purchases provided effective 
support for the dollar at the time when the repatria¬ 
tion of French balances made such support particu¬ 
larly welcome. Notwithstanding these favourable fac¬ 
tors, the trend of the exchange became disquieting on 
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more than one occasion, and provided a powerful un¬ 
settling influence in the international situation. 

It is always difficult to prove motive, and there is 
no evidence to show that the withdrawal of French 
official balances and their conversion into gold was not 
merely due to the anxiety of the French authorities to 
avoid losses in case of a depreciation of the dollar. 
There is, however, another point of criticism which 
cannot be answered with this excuse. During January 
and February 1932 the Bank of France repatriated its 
earmarked gold from New York in great haste. They 
were in such a desperate hurry to complete the operation 
that gold was shipped even on second-rate and third- 
rate slow boats, which is wholly contrary to the prac¬ 
tice followed in international gold shipments. Rare 
exceptions apart, gold is always shipped by fast mail- 
boats, not merely in order to avoid loss of interest— 
which consideration would not play any part in the 
repatriation of earmarked gold—but also because in¬ 
surance rates charged for shipment by inferior boats 
are considerably higher. Not only did the French 
authorities use such boats for the repatriation of their 
gold early in 1932, but in many cases they sent ab¬ 
normally large consignments by the same boat. As a 
result, insurance rates rose to fantastic figures, and at 
one time the reinsurance rate was quoted at 10s. per 
cent as compared with the standard rate of Is. per 
cent. The gesture implied in this hasty repatriation of 
earmarked gold was regarded with surprise and in¬ 
dignation in American banking circles. It suggested 
that the French authorities considered a third-rate boat 
a safer place for their gold than the vaults of the 
Federal Reserve Bank of New York. Fears of a de¬ 
preciation of the dollar could not be the cause of this 
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haste, since the earmarked gold was the property of 
the Bank of France whether it was lying in the vaults 
of the Federal Reserve Bank, on board the steamers, or 
in the vaults of the Bank of France itself. The psycho¬ 
logical effect of these hasty withdrawals was any¬ 
thing but favourable, and caused entirely unnecessary 
uneasiness at a time when it was the duty of the French 
authorities to avoid any act that might aggravate the 
situation. 

The hasty repatriation of earmarked gold may be 
explained by two different motives. It may have been 
due to the desire of French Financial Diplomacy to 
bring political pressure to bear upon Washington at a 
time when the question of reparations and war debts 
was very much in the limelight. It may have been 
prompted also by the fear that the American author¬ 
ities might foreclose on French official assets in the 
United States on account of non-payment of war debts 
by France. Although the next instalment after the end 
of the Hoover Moratorium will be due only on Decem¬ 
ber 15, 1932, it is conceivable that the French author¬ 
ities were anxious to liquidate completely their New 
York assets, whether gold or foreign exchange, well 
before that date. 

This brings us to the question of the American atti¬ 
tude towards war debts in general, and French war 
debts in particular. Although President Hoover, when 
making his proposal in June last for a twelve-months 
moratorium, had the consent of the Congress party 
leaders, it was expected that the ratification of the 
agreement would meet with considerable opposition in 
Congress itself. The violence with which it was at¬ 
tacked exceeded, however, every anticipation. When, 
after heated debates, the Bill was passed by a narrow 
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majority, Congress made it quite plain that it dis¬ 
approved of either cancellation or reduction of war 
debts due to the United States by virtue of the various 
funding agreements. Those who followed the debate 
must have realised that the hostile attitude of Congress 
was due almost exclusively to the anti-French feelings 
which had been aroused by the manoeuvring of French 
Financial Diplomacy and by the uncompromising atti¬ 
tude of France on reparations and disarmament. While 
uncomplimentary remarks were made now and then 
concerning other European debtor States also, they 
faded into insignificance as compared with the vio¬ 
lent attacks on the French attitude. It was gener¬ 
ally realised that France had been treated in the 
Berenger-Mellon debt-funding agreement with excess¬ 
ive generosity, and that she showed no gratitude for 
it whatsoever. Even those who, on principle, did not 
oppose the idea of a revision of the debt-funding 
agreements, insisted that any revision must be based 
on the individual debtor’s capacity to pay. While it was 
recognised that at the time of the British debt-funding 
agreement Great Britain’s capacity was overestimated, 
it was equally obvious that, three years later, when the 
terms of the French agreement were fixed, France’s 
capacity was considerably underestimated. It was 
pointed out that, irrespective of whether or not Ger¬ 
many resumed the payment of reparations, France 
could afford to pay the annuities due to the United 
States. As, apart from any other consideration, she 
had an amount in dollars and gold deposits in New 
York equivalent to over ten years’ annuities, it was 
indeed difficult to imagine that the United States 
should consent to a cancellation or reduction, or even 
a further postponement, of the French payments so 
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long as these balances were used for the purpose of 
bringing pressure to bear upon the United States. 

There could, of course, be no question of any real 
risk of the French deposits being seized, whether they 
were in gold or dollar balances, on account of default 
or repudiation of the French war debt to the United 
States Government. Apart from any other considera¬ 
tions, these balances are the property of the Bank of 
France, and not of the French Government, and they 
could not, therefore, be seized on account of the latter’s 
unpaid debts. If the French authorities entertained any 
fears in this respect, they were, therefore, entirely un¬ 
founded. Nor is the removal of French assets from New 
York likely to influence the American attitude in 
favour of France in the matter of war debts. Whether 
the funds are held in New York or in Paris, they are 
equally available for external payment, and any 
French plea of lack of capacity to pay would sound 
unconvincing. Possibly the haste with which the ear¬ 
marked gold was repatriated may be explained in part 
by the desire of the French authorities to complete the 
liquidation of their New York assets well before the 
fateful date of December 15, 1932, in the hope that by 
that time the resentment caused by these transactions 
might have subsided. 

Whatever may be the motives, the fact remains that 
at the time when the American authorities were 
struggling hard with their tremendous difficulties, the 
French authorities took a course which tended to 
aggravate those difficulties very considerably. It was 
indeed a short-sighted policy. Possibly French Financial 
Diplomacy, encouraged by its success in October, when 
President Hoover yielded to M. Laval’s request and 
undertook not to make any new move in the matter of 
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reparations without consulting France in advance, 
hoped that by making itself felt it could score further 
successes. Its judgment was, however, entirely mis¬ 
taken in this respect. As we said earlier in this chap¬ 
ter, the reason why M. Laval found it comparatively 
easy to persuade President Hoover to relinquish the 
initiative on reparations was that President Hoover, 
though in favour of making fresh sweeping proposals, 
had not definitely made up his mind, and all the French 
pressure did was to turn the balance of argument 
against taking bold steps. But for the existence of 
special circumstances the United States would never 
have yielded to the pressure in October last. It is 
most unlikely that the circumstances in which French 
Financial Diplomacy attained its greatest success in 
Washington will ever repeat themselves. Although the 
economic and financial situation in the United States 
is in many respects worse than it was in October 1931, 
the panicky atmosphere which prevailed at that time 
has disappeared almost completely. Even if the French 
authorities were to withdraw all their balances, it 
would not in itself affect the stability of the dollar. 
Nor would American public opinion ever tolerate that 
France should extort political concessions from the 
United States by threats of withdrawing its balances. 
Indeed, the experience of recent months has aroused 
feelings in the American public which have manifested 
themselves in a demand for measures to eject the re¬ 
mainder of Freneh official balances in New York, and 
to prevent their return. It is generally realised in New 
York that the French balances have been a source of 
considerable trouble and uncertainty, and everybody 
is looking forward to the day when America sees the 
last of them. 



CHAPTER VIII 


A DISAPPOINTING VICTORY 

By the beginning of 1932 the French authorities must 
have realised that the anticipations which they had 
formed of the political results of their financial victory 
were unduly optimistic. Unexpected as was the com¬ 
pleteness of their financial victory, the resistance dis¬ 
played by most countries to the use of their financial 
power for political purposes was equally unexpected. 
In November 1931 it appeared reasonable to assume 
that a short and swift campaign would result in a com¬ 
plete surrender on the part of France’s opponents, and 
that France would be in a position to dictate her terms. 
The experience of the following few months made the 
French authorities realise that, when vital political 
interests are at stake, most countries are willing to put 
up with immense sufferings through economic depres¬ 
sion and financial crisis rather than yield to pressure. 
Thus the immediate political results of their attainment 
to financial dictatorship were decidedly disappointing. 

Notwithstanding this, Paris has never abandoned 
hopes of attaining her objects. The French authorities 
assumed that, if the financial victory was not im¬ 
mediately followed by political victory, it was because 
the economic resisting capacity of the opponents was 
still too strong. Conditions were not sufficiently des¬ 
perate to compel Germany to surrender in order to 
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escape immediate collapse; nor could the British, 
Italian, and United States Governments be forced to 
accept the French political point of view against their 
interests and against their better judgment. It was 
hoped in Paris, however, that a prolonged financial 
warfare would sooner or later bring the result which 
could not be attained immediately after the victory of 
1931. The French Financial General Staff assumed that 
Time was in favour of its schemes, and that the con¬ 
tinued exercise of its financial dictatorship would 
sooner or later bear its fruits. Hence the postponement 
of the Lausanne Conference from January to June, in 
the hope that in five months the resistance of the 
opponents might weaken. 

The French authorities assumed that Time was in 
their favour because they hoped that the financial 
supremacy of France was of a lasting character. It 
will be interesting to examine at this stage how far 
these hopes were justified. To that end it is necessary 
to analyse the nature of the main factors upon which 
her financial supremacy has been built up, which are 
as follows: 

(1) The difficulties of other creditor countries, 

more particularly the United States and Great 

Britain. 

(2) The large liquid resources at the disposal of 

France. 

(3) The current surplus of French foreign trade, 

thanks to a lower price level. 

(4) The comparative self-sufficiency of France. 

(5) The narrow patriotism with which France was 

prepared to disregard all interests but her own. 

Had the world crisis not immobilised the external 
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resources of Great Britain, and had it not paralysed 
the internal strength of the United States, France 
would never have been able to attain her monopolistic 
position in the sphere of international finance. Her 
total resources available for international purposes are 
but a fraction of those of Great Britain, while her in¬ 
herent wealth, considerable as it is, is but a fraction 
of that of the United States. The world crisis has im¬ 
mobilised, however, all but a small fraction of the 
£3£ milliards of foreign investments held by Great 
Britain. A situation has arisen when, through the with¬ 
drawal of an amount representing hardly more than 
5 per cent of total British external investments, Great 
Britain has been compelled to accept French support, 
and has been unable to maintain the gold standard 
even with external assistance. 

The United States with her immense gold reserve and 
huge claims, both political and commercial, on foreign 
countries, as well as her immense internal wealth, 
appeared until recently to be in an infinitely superior 
position to that of France. A few years ago it would 
have been unthinkable that, during a slump of security 
and commodity prices, her position could become vul¬ 
nerable, and her authorities be compelled to concen¬ 
trate their efforts on defending the stability of the 
dollar. In war, whether military or financial, it is often 
the unexpected that happens. 

The question is whether France could reasonably 
entertain any hopes that this state of affairs, to which 
she owed her financial victory, would remain per¬ 
manent. Although the aggravation and prolongation 
of the economic crisis might conceivably definitely 
destroy a large part of British and American foreign 
investments, nothing short of a complete collapse of 
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our economic system would permanently reduce British 
and American resources to an extent sufficient to 
establish the permanent hegemony of French finance. 
Should the crisis assume such dimensions as to bring 
about the complete destruction of these resources, no 
country, not even France, could escape its disastrous 
effects, and in that case her financial supremacy 
would become useless. Barring the possibility of a 
world collapse, the unfreezing of a considerable part 
of British and American external investments is only 
a question of time. It is thus obvious that, so far 
as the French hegemony has been built upon the 
relative weakness of the two other leading creditor 
countries, its basis has been essentially transitory. 

While Great Britain, the United States, and the 
smaller creditor countries used up their surplus re¬ 
sources by lending them freely to countries where 
scarcity of capital prevailed, France accumulated a 
surplus in the form of gold and balances abroad. Thus, 
when the other creditor countries ceased to be able to 
continue to lend, France enjoyed a monopolistic posi¬ 
tion as the only country with resources available for 
lending abroad. So long as she possesses a substantial 
surplus, she is likely to continue to command a certain 
influence in countries which hope to benefit by French 
assistance. In order to keep these hopes alive, however, 
it is necessary for France to part with some of her 
resources from time to time, for otherwise the countries 
in need of support will realise sooner or later that there 
is nothing to expect from her. The more the surplus 
declines, the more reluctant France is bound to become 
to use it for supporting other countries. Thus, the 
financial power of France is calculated to decline 
rather more than proportionately to the decline of the 
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resources upon which that power is based. From this 
point of view, therefore, her financial power cannot be 
regarded as permanent. 

While during previous years the French surplus 
available for lending abroad had an increasing ten¬ 
dency through a favourable trade balance, this ten¬ 
dency has now been reversed. The favourable balance 
was largely due to the low price level in France as 
compared with other countries, brought about by the 
unduly low rate chosen for the stabilisation of the 
franc in 1926. As a result of the decline of the world 
price level, this difference in favour of France had 
practically disappeared even before Great Britain went 
off the gold standard. In consequence of the depreciation 
of sterling and a number of other currencies, prices in 
Great Britain and many other countries are now jie- 
cidedly lower than in France. Thus, if normal com¬ 
mercial factors were to be allowed to take their free 
course, the French trade balance would have a very 
substantial deficit. The French Government is resisting 
these tendencies to the utmost by protective tariffs and 
the introduction of a system of quotas as well as other 
restrictions, but, while by such means France is able to 
restrict imports, she has no means of making good the 
loss of markets for her exports, and the balance of trade 
tends to go against her. At the same time the default of 
many of France’s debtors has reduced her income from 
foreign investments, and the crisis has brought about 
a falling off of tourist traffic. Thus, no matter how 
careful France is in making use of her surplus resources 
for assisting other countries, the adverse change in the 
trade balance must in itself go a long way towards 
depleting her resources. 

One of the reasons why France has been at an ad- 
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vantage as against Great Britain and other countries 
has been her comparative self-sufficiency. While pros¬ 
perity in Great Britain largely depends upon the pros¬ 
perity of the rest of the world, France has always been 
considered to be to a great extent economically self-sup¬ 
porting. For this reason, a conception has been adopted 
in Paris that France can afford to view the aggrava¬ 
tion of the world crisis with equanimity, as it would 
leave her comparatively unaffected. This has placed 
France at an advantage against other countries, whether 
debtors or creditors. While other countries considered 
it to be to their interest to do their utmost to prevent 
an aggravation of the crisis, France could stand aside 
and demand an extremely high price, in the form of 
political concessions, for any participation in the work 
of salvage; in fact she could even deliberately contribute 
towards aggravating the crisis unless the price de¬ 
manded by her was paid. Had France reason to suppose 
that she would be affected by an aggravation of the 
crisis to the same extent as Germany, or Great Britain, 
or the United States, it would have been obvious to 
her leaders that it was to her interest to co-operate 
whole-heartedly. As, however, it has been believed that 
there is no particular advantage to be gained by pre¬ 
venting the aggravation of the crisis, on several occa¬ 
sions, when prepared to go out of her way to that end, 
she has insisted on being paid heavily for her services. 
The French Financial General Staff has been fully aware 
that other countries, more vulnerable than France, are 
prepared to make heavy sacrifices in order to avoid an 
aggravation of the crisis, and it has endeavoured to 
exploit the situation so as to obtain the maximum of 
political advantages at the minimum cost. 

So long as this state of affairs exists France is bound 
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to retain a certain amount of political power on account 
of lier indifference as to the result of her attitude. 
There is no reason to believe, however, that she can 
retain this advantage. In fact, it is already obvious 
that she possesses it no longer to the same extent 
as she possessed it before. The experience of the last 
few months has proved that France is not nearly 
so self-supporting or immune from world conditions 
as was generally assumed. It has also proved that 
other countries in general, and Great Britain in par¬ 
ticular, can make themselves more independent of 
conditions prevailing abroad. Thus, while the aggrava¬ 
tion of the world crisis during the last six months has 
produced its full effect in France, Great Britain has ex¬ 
perienced a moderate economic recovery. The time may 
come when France will realise that it is to her interest 
to the same extent as to that of other countries to co¬ 
operate in the work of reconstruction without trying 
to secure for herself any specific advantages. As soon 
as other countries realise that it is to the interest 
of France to collaborate even without receiving any 
specific payment for it, they will no longer be willing 
to pay the political price demanded for assistance. 

What is more, France, being one of the few countries 
remaining on a gold basis, is now interested to a greater 
extent in the maintenance of international financial 
stability than are countries which are no longer on the 
gold standard. Before Great Britain abandoned the 
gold standard she was extremely vulnerable, and she 
had to do her utmost to prevent anything that tended 
to disturb the international financial situation. At 
present Great Britain can regard such developments 
with comparative equanimity, while it is France who 
has to do her utmost to avoid them in the interest of 
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safeguarding the gold standard. A time may come in the 
near future when the position of Great Britain and 
France in this respect will be completely reversed, and 
France, far from being able to dictate, will be on the 
defensive. Thus, one of the most important factors to 
which her politico-financial influence has been due has 
already been reduced considerably, and is likely to be 
completely eliminated. 

Another factor to which France’s financial power has 
been due is the narrow patriotism that has inspired her 
Governments and her public. While the Anglo-Saxon 
nations have been inspired since the Armistice by a 
genuine desire to restore prosperity in every country, 
whether ex-enemies or ex-allies, whether customers or 
rivals, France’s only thought has been to benefit to the 
utmost by the fruits of the victory over Germany. 
Being entirely unable to see the point of view of other 
nations, France has become accustomed to regarding 
anything that is to her interest as a matter of supreme 
justice. Thus, she considers herself fully entitled to 
block the way towards the economic recovery of the 
world if that appears to be in accordance with her 
national interests. Just as a selfish individual in an 
unselfish community stands to obtain more than her 
due share of the world’s goods, so a selfish nation is at 
an advantage if other nations are more unselfish. So long 
as other nations regard it as their duty to collaborate 
in the task of restoring prosperity without expecting 
any direct and specific advantage for their services, 
France, with her belief that for every step she takes 
in that direction she is entitled to be paid heavily and 
immediately, is at a considerable advantage. 

This advantage enjoyed by France is no more per¬ 
manent than the other factors upon which her financial 
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power has been built up. In fact it has already greatly 
diminished, not through any lessening of French selfish¬ 
ness, but through an increase in the selfishness of other 
countries. The demoralising effect of the initial success 
of the selfish French policy is already making itself felt. 
The honest and unselfish policy pursued by Great 
Britain since the war has resulted in considerable losses 
and heavy disadvantages, while the unscrupulous and 
selfish policy pursued by France has so far reaped 
considerable rewards. Such examples are bound to pro¬ 
duce a detrimental effect upon international morality. 
They have greatly reduced the desire on the part of 
Great Britain, the United States, and other countries 
to place considerations of international prosperity 
above national interests. This change of mentality has 
manifested itself in the increase of tariff barriers, ex¬ 
change restrictions, etc. In the case of Great Britain it 
has, moreover, manifested itself in the adoption of the 
policy of deferring the stabilisation of sterling until it 
is considered to be desirable from a British point of 
view. In the past, international considerations would 
have been sufficient to induce the British authorities 
to proceed with the stabilisation as soon as it was 
technically possible. Having learnt their lesson, they 
now feel themselves to be entitled to subordinate 
international to national considerations. 

Thus, the advantages of a selfish policy to France 
have practically ceased to exist. A selfish individual in 
a selfish co mmunit y has no more advantage than has 
an unselfish individual in an unselfish community. 
While in the past it has paid France to disregard the 
interests of other nations, this advantage has now 
disappeared, as at present other nations disregard her 
interests to the same extent as she disregards theirs. 
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We have seen above that none of the factors to 
which France owes her financial power is of a lasting 
nature. Some of them have already disappeared or 
declined, while others are likely to do so before very 
long. The victory attained at the cost of the aggrava¬ 
tion of the crisis is therefore likely to be short-lived. 
The French authorities have committed a fundamental 
error in assuming that Time was their ally. They have 
had to realise very soon that Time was against them, 
as it brought a decline of their financial power. 



CHAPTER IX 


DESTRUCTIVE DEFLATION 

Hitherto we have been concerned with the adverse 
effect of the use of the financial weapon for political 
purposes by France upon particular countries. The 
object of the present chapter is to show the role 
played by the declared official monetary policy of 
France in accentuating and aggravating the crisis all 
over the world. It is now generally recognised that the 
fall of commodity prices has been the main cause of 
all our troubles. It has destroyed immense values all 
over the world; it has brought failure and ruin to an 
immense number of firms and individuals; it has com¬ 
pelled debtors to default; it has discouraged enterpris¬ 
ing spirit and has created distrust and despair over the 
five continents. What would be more natural than to 
expect that the authorities of all countries without ex¬ 
ception should join forces to check this destructive 
process? So long as it goes on, there is not the least 
hope of economic recovery, and conditions are bound 
to develop from bad to worse. It is thus obviously the 
duty of everybody to do their utmost to check the 
downward trend of prices. 

In face of this glaring fact it is extremely difficult 
to understand that there should be a Government 
which, far from collaborating to this supreme end, 
has been doing its utmost to accentuate the fall in 
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prices. And yet this is what is actually happening. It 
is the declared policy of the French authorities to en¬ 
force deflation, nationally and internationally. 

Opinions are divided as to the extent to which the 
French gold-hoarding policy between 1928 and 1931 
has contributed to the economic depression. While 
many causes may have contributed to the origin of 
the depression, there is no doubt that gold-hoarding 
by France in 1930 considerably accentuated it. The 
view is held by many prominent economists that 
it is the accentuation of the maldistribution of gold, 
and the sterilisation of an increasing amount by 
France, that was largely responsible for the accentua¬ 
tion of the fall of commodity prices in 1930 and 1931. 
As for the part France has played since the beginning 
of the financial crisis, it is no longer a question of 
opinion. Immediately after the suspension of the gold 
standard in Great Britain, the French authorities de¬ 
clared themselves openly in favour of pursuing a de¬ 
flationist policy. They succeeded at first in persuading 
the American monetary authorities to take the same 
course. In fact, this is believed to have been one of the 
conditions under which the French authorities were 
prepared to refrain from the wholesale withdrawal of 
their balances. The Bank of France itself has raised its 
rediscount rate, and the French banks have adopted 
a policy of credit restriction. At the same time, the 
Bank of France has gradually repatriated a consider¬ 
able part of its balances from London and New York, 
thereby enforcing deflation on an international scale. 
The upward trend of commodity prices that followed 
the suspension of the gold standard in Great Britain 
was checked almost instantaneously by this deliberate 
policy of deflation. But for this policy, the suspen- 
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sion of the gold standard in a number of countries 
should have resulted in a depreciation of gold in terms 
of commodities, or in other words, a rise in commodity 
prices. The number of countries absorbing gold has 
declined, and the newly produced gold, together with 
the large amounts of gold released from Indian hoards, 
would have tended to raise prices in the gold-using 
countries. But prices have actually resumed their down¬ 
ward course. Between September 1931 and April 1932 
the index number of wholesale prices in countries on 
a gold basis showed declines of from 12 to 15 points. 
Such a decline would have been in itself sufficient to 
bring about a crisis, even if conditions had been per¬ 
fectly normal. Coming as it did after a prolonged period 
of depression and amidst a financial crisis without pre¬ 
cedent, its destructive effect was immense. Thus, as a 
result of the French policy, prices continued to fall, 
and the world continued to suffer. 

What is the explanation of this destructive policy? 
How is it that, notwithstanding its obvious effect, it 
does not provoke a world-wide wave of indignation 
against its initiators? It is because French propaganda 
has advanced a most ingenious theory in defence of 
deflation. It sounds extremely plausible to the man in 
the street, as he has not the necessary knowledge to 
examine it critically and prefers, in any case, to 
keep aloof from the mazes of monetary controversies. 
Hence the relative success of the French efforts to 
divert attention from the connection between the 
French policy and the trend of the crisis. 

In substance the explanation put forward by the 
French authorities in defence of their policy of deflation 
is that this deflation has been the inevitable con¬ 
sequence of the inflation that is supposed to have 
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existed before the crisis and to exist still to some 
extent. They maintain that, unless and until this in¬ 
flation is completely liquidated, there is no hope of 
restoring prosperity. With a severity that would be 
worthy of extreme exponents of Puritanism, they pour 
scorn over a wicked mankind that dared to indulge 
in the worldly pleasure of “artificial” prosperity, and 
regard the torments of deflation as a just punishment 
meted out to the offenders already in this world, apart 
altogether from what they may get for it in the next. 

According to the French theory, it is the system of 
the gold exchange standard adopted since 1925 by a 
large number of countries that has been largely, if not 
exclusively, responsible for all our troubles. The gold 
exchange standard is a system whereby certain central 
banks can include foreign exchanges in their note re¬ 
serve, as a result of which the same amount of gold can 
serve as a basis for note issue and credit expansion in 
two countries. According to the French theory it is this 
system which led to an enormous credit inflation during 
the years that preceded the slump. It created, they say, 
a wave of artificial prosperity all over the world which 
brought about overproduction and a wave of specula¬ 
tion, culminating in the Wall Street boom, and has 
inevitably led to the subsequent world-wide slump. It 
is beyond doubt that the system of the gold exchange 
standard can be the originator of an international 
credit inflation. If a central bank keeps its note cover 
in the form of balances abroad, then the same amount 
serves as a basis for credit in two countries at the same 
time, and results in an artificial increase in the volume 
of means of payment. If the system is practised on an 
excessive scale, this duplication of credit may assume 
the characteristics of international inflation. There is 
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no reason to suppose, however, that this was actually 
the case between 1925 and 1929. The extent to which 
the note issues of various countries were based on the 
same amount of gold as a result of the application of 
the gold exchange standard, should not be over¬ 
estimated. It is true that the statutes of a large number 
of central banks make it possible to issue notes on the 
basis of foreign exchange holdings, but most of these 
central banks did not avail themselves of this right to 
anything like the full extent to which they were en¬ 
titled. They have all endea voured to accumulate a gold 
reserve above the legal minimum requirements, and 
only a comparatively small part of their foreign ex¬ 
change holdings has ever been used as the actual basis 
for their note issues. The major part of their foreign 
balance has merely served as a margin above the legal 
reserve ratio, and has not, therefore, given rise to the 
issue of notes. In any case, the Bank of France has all 
along been by far the largest holder of foreign ex¬ 
changes, and its statutes preclude the possibility of 
issuing any notes on the basis of this foreign exchange 
holding. 'Thus, the amount of gold serving as the basis 
of duplicated credit has always been moderate. It has 
been decidedly smaller than the margin of gold held by 
the various central banks above their legal minimum 
requirements, which has thus been sterilised, and 
has not served at all as a basis for any credit. The 
argument that the application of the gold exchange 
standard has given rise to inflation is, therefore, highly 
unconvincing. 

According to the same favourite French argument, 
the Wall Street boom was the result of the credit ex¬ 
pansion brought about by the accumulation of huge 
French official balances in New York. It is argued that, 
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had the dollar balances of foreign central banks 
been repatriated in the form of gold, the boom would 
never have taken place. In reality, however, it is 
sufficient to glance at the figures of the reserve ratio 
of the Federal Reserve System to dispose of this argu¬ 
ment. Between 1925 and 1931 this ratio never declined 
below 70 per cent, and there was, therefore, obviously a 
very wide margin available. Had the central banks 
repatriated their holdings in the form of gold, it 
would not have necessitated any contraction of credit. 
The fact is that the amount of gold sterilised in the 
United States was much larger than the artificial basis 
of credit represented by the French and other foreign 
dollar balances. 

The tendency of world prices did not provide any 
justification for the assumption that there was a credit 
inflation between 1925 and 1929. The gradual decline, 
which has been going on almost without interruption 
since the end of the post-war slump, continued during 
that period. It has been attributed to the scarcity of 
gold caused by the maldistribution of the existing sup¬ 
plies. But for the effect of the gold exchange standard, 
the scramble for gold would have been much more 
pronounced, and it is probable that the world-wide 
depression which began in 1929 would have begun 
some years earlier. There is no reason to assume that 
on account of this it would have been less violent. 

Far from having been used on an excessive scale, the 
gold exchange standard has not been used sufficiently 
to counteract the effects of the maldistribution of gold. 
Had it been employed on a larger scale it might have 
checked the downward trend of prices pending the 
natural increase of the world’s monetary stocks of gold 
through the current annual output. The period of com- 
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parative prosperity could have been prolonged and 
consolidated. Fanatic deflationists reject this idea with 
indignation. They emphatically disapprove of what 
they regarded as artificial prosperity, and consider the 
penalty inflicted upon the world by deflation as well 
deserved. Those who regard the world without such 
doctrinaire prejudices cannot help feeling, however, 
that, even if the prosperity were artificial, it might 
have been maintained by an international policy aim¬ 
ing at the prevention of a fall in prices. It was un¬ 
doubtedly the French gold-hoarding that delivered 
the most severe blow to the stability of the world 
price level, and to that extent France is decidedly re¬ 
sponsible for having originated and accentuated the 
crisis. The object of the unconvincing theories put 
forward by the apologists for the French policy is 
merely to divert attention from their share of the 
responsibility, and to provide a theoretical basis for 
the justification of the wholesale repatriation of French 
balances and the hoarding of gold. 

It may well be asked whether the deflationist mone¬ 
tary policy pursued by France has had no deeper motive 
behind it. It is obvious that France’s financial power 
is due to her privileged situation, which must vanish as 
soon as economic recovery releases the frozen assets 
of Great Britain and the United States. The French 
authorities must have realised this by now. It is therefore 
possible that they may consider it desirable to prolong 
the period during which they enjoy an exceptionally 
strong position so as to be able to obtain all the political 
advantages they want before their financial hegemony 
comes to an end. The only way to prolong their hege¬ 
mony is to prolong the depression, and the obvious 
way to prolong the depression is to pursue a deflationist 
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policy. It is difficult to prove motive, but the persist¬ 
ence with which the French authorities pursue their 
deflationist policy is not easy to understand unless we 
suppose this explanation to be correct. 

Fortunately, the power of France to deflate has its 
natural limitations. The repatriation of her balances 
from New York and London will be concluded sooner 
or later, and her power to deflate in other countries 
will thus come to an end. Nor is she able to deflate at 
home indefinitely. The aggravation of the crisis in 
France is bound to increase the budgetary deficit, and 
this provides a natural counterblast to deflation. 



CHAPTER X 


prance’s crisis 

We have said in Chapter VIII. that, until comparatively 
recently, it was believed both in France and abroad 
that France might succeed in remaining comparatively 
immune from the repercussions of the world economic 
crisis. Indeed, until the last quarter of 1931 she cer¬ 
tainly displayed a remarkable resistance to adverse 
influences. Although the crisis inevitably affected 
French export trade, which consists largely of luxury 
goods, and seriously reduced tourist traffic, which is 
France’s biggest industry, it may broadly be said that, 
at the time when the economic depression degenerated 
into a financial crisis in 1931, France had succeeded in 
maintaining a comparatively high degree of prosperity. 
In the absence of any reliable unemployment figures 
it is difficult to form a judgment concerning the con¬ 
ditions under which the crisis developed in France. It 
is, nevertheless, safe to assume that towards the middle 
of 1931 the proportion of unemployed to total in¬ 
dustrial labour was lower in France than in practically 
any other country. This was undoubtedly due to a 
very great extent to her comparative self-sufficiency. 
Having a large and prosperous agricultural population, 
she is able to absorb a high percentage of her own manu¬ 
factures, especially as foreign competition is handi¬ 
capped by tariffs and other restrictions on imports. 
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Another reason why France was able for some time 
to resist the crisis is that her industries were well 
equipped to face difficulties, owing to the enormous 
profits which they had made in connection with the 
reconstruction of the devastated areas. It is well to 
remember that the work of reconstruction was carried 
out almost exclusively by French industry, and con¬ 
stituted, therefore, an immense subsidy, with the aid 
of which French manufacturers had modernised and 
extended their plant. Thus, the cost of the reconstruc¬ 
tion of the damages caused by the war was by no means 
a loss to France’s national wealth. While it has brought 
about an increase of the public debt, this has had its 
counterpart in the increase of her industrial wealth. 
In this respect France has been at a considerable ad¬ 
vantage as compared with Germany. It is true that 
German industries have also re-equipped their plant 
under the stimulating effect of inflation—a fact that 
is repeated too often to be forgotten. Another fact 
which is mentioned far less frequently, but which is 
none the less true, is that French industrialists, in 
addition to having re-equipped their plant through the 
stimulating effect of reconstruction and moderate in¬ 
flation, have also accumulated a considerable working 
capital out of reconstruction profits. The stabilisation 
of the reichsmark found German industries with highly 
efficient plants, but without working capital. The 
stabilisation of the franc found French industries with 
equally modernised plants, and, in addition to that, 
with considerable accumulated reserves. Thanks to 
these reserves French industries have been in a much 
better position to face the lean years than the in¬ 
dustries of almost any other country. 

Another factor which worked in the same direction 
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was the advantageous position of French export trade 
as well as home trade as a result of the stabilisation of 
the franc at a low level. Thanks to this, and to the 
successful efforts of the Bank of France to sterilise its 
gold and thereby to prevent a rise of prices to the 
world level, French producers were until recently 
at an advantage as compared with their foreign 
competitors both in the home market and abroad. 
When, owing to the fall in world prices, this abnormal 
advantage disappeared as far as export trade was 
concerned, the French Government took measures to 
safeguard it at least in the home market. Even before 
the depreciation of sterling, protective measures were 
introduced on a large scale. A system of quotas was 
introduced for a number of imported articles, based on 
the principle that imports should not exceed the figures 
representing the average of the previous few years. As 
during those years exporters to France had been handi¬ 
capped by the abnormally low level of prices in France, 
this measure was equivalent to prolonging the ab¬ 
normal advantage enjoyed by French producers in 
the home market in consequence of the choice of a low 
rate of stabilisation for the franc. The same object was 
pursued in the legislation which imposed a surtax on 
imports from countries with a depreciated currency. 
It is an interesting coincidence that this legislation was 
passed on August 1, 1931, the date on which the first 
French credit was granted for the defence of sterling. 
On the other hand, Great Britain and most other 
countries never took any measures during the period 
of the depreciation of the franc to prevent French ex¬ 
change-dumping, which may be said to have continued 
after the stabilisation of the franc, as it was stabilised 
below its economic parity. France, on the other hand. 
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knew how to defend her internal market against the 
same abnormal tendencies which for many years were 
beneficial to her exporters. 

During the last quarter of 1931, protective measures 
of every kind were considerably reinforced in France. 
Notwithstanding this, French trade was bound to 
suffer through the depression. The industrial North 
began to feel the effects of the crisis to an increasing 
extent, and the number of unemployed grew rapidly. 
It would have grown even faster but for the fact that 
France possesses an important safety-valve repre¬ 
sented by the large number of foreign workmen em¬ 
ployed. In order to moderate the increase of her un¬ 
employment, all she has to do is to recall the permits 
granted to these immigrants, as a result of which they 
have to return to their native land, leaving employ¬ 
ment vacant for French labour. Although this right 
has been very extensively exercised, even the highly 
inadequate official statistics published show a rapid 
increase in unemployment. Apart from the effect of 
the world situation upon French export trade, home 
trade has also suffered a sharp decline in spite of all 
the protective measures taken. French people are 
highly economical by nature, even during a prosperous 
period; and, when conditions begin to deteriorate, they 
can go to extreme lengths in cutting down their ex¬ 
penditure. Thus, in addition to the reduction of the 
purchasing power of the unemployed, who do not 
receive the same support as in Great Britain, the 
economy enforced in the budgets of rich and poor alike 
has also reduced the volume of purchases. 

The most severe blow suffered by France has been 
the decline of her tourist traffic. In addition to the 
natural effect of the^ aggravation of the crisis, there 
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have also been specific influences working in this 
direction. Owing to the political tension the number 
of German visitors to France has fallen off consider¬ 
ably. The “Stay in Britain” movement, together with 
the depreciation of the pound, has kept away the 
hundreds of thousands of English people who usually 
pay a visit to France. The growing anti-French feeling 
in the United States has been responsible for diverting 
many A m erican visitors who can still afford to go 
abroad into other European countries. As a result of 
all these circumstances the French hotel industry has 
been and is experiencing very lean times. It is true that, 
thanks to the excellent seasons they enjoyed for several 
years back, they ought to be financially well equipped 
to face a few bad seasons. The fact is, however, that in 
France hotels change hands too frequently to be con¬ 
solidated financially. While in Switzerland hotels are 
run as a family business, and are inherited from genera¬ 
tion to generation, in France many proprietors sell 
their hotels after a few prosperous seasons. The new 
proprietors, who spend the greater part of their re¬ 
sources in paying for the hotel, are not adequately 
equipped to face a bad year, and in many cases one 
single bad season is sufficient to drive them bankrupt. 
Hence the large number of failures in the French hotel 
industry. 

Nor has French banking remained immune from the 
repercussions of the world crisis. When, as a result of 
the Central European crisis, the credits granted by 
British, American, Dutch, and Swiss banks became 
frozen, the French Press triumphantly pointed out the 
superior prudence of the management of French banks, 
which were involved in Central Europe to a remarkably 
slight extent. From September onwards, however, this 
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air of superiority began to disappear. While it is true 
that in 1929, thanks to political influences rather than 
to prudent management, French banks called in the 
major part of the loans they had granted to Central 
Europe, at the same time some of them at least tied 
down their resources at home in rather speculative 
ventures. The result was a severe banking crisis, which 
began in September 1931 and went on until about the 
turn of the year. A number of fairly important banks 
in Paris and the provinces closed their doors, and the 
Banque Nationale de Credit, which was the fourth 
largest French commercial bank, was only saved from 
sharing their fate by official support at a considerable 
sacrifice on the part of the Government. A run by its 
depositors was met in part by extending its rediscount 
facilities with the Bank of France, and in part by 
actual assistance given by the French Treasury. The 
Government eventually considered it necessary to 
guarantee the liabilities of the bank, and compelled 
the French banks to establish a special guarantee fund 
out of which its losses should be covered. At first some 
of the leading banks were reluctant to collaborate in 
this respect, but, when negotiations were on the point 
of breaking down, the Finance Minister, M. Flandin, 
is said to have warned them that if they did not agree 
to the proposed reconstruction scheme, the bank would 
be allowed to suspend payment, and then, should any 
of the banks which were reluctant to co-operate get 
into trouble in future, they would not receive official 
assistance. Thereupon an agreement was reached in a 
few minutes, and the Banque Nationale de Credit was 
saved from failure, and was subsequently reconstructed 
under a different name. The banking crisis, was, how¬ 
ever, by no means over. There was a run on a number 
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of other banks, and some commercial banks as well as 
banques d’affaires had to be assisted by the authorities. 
It was, however, impossible to Assist every bank, as 
the resources available for that purpose were limited. 
Several comparatively important banks, mostly pro¬ 
vincial and colonial, suspended payment. There was 
a time towards the end of 1931 when, in examining 
the position of various banks, the question which was 
considered was not whether the bank was solvent but 
whether it was of sufficient importance to justify 
official support. 

Even the largest commercial banks did not remain 
immune from the wholesale withdrawal of deposits. It 
very frequently happened that depositors withdrew 
their funds and hired safes with the same banks to 
deposit the notes. By October 1931 all the safe accom¬ 
modation of the French banks was completely ex¬ 
hausted. Many depositors thought it advisable to trans¬ 
fer their accounts to the Bank of France, and even that 
institution was not altogether above the suspicion of 
the distrustful panic-stricken public. It was well known 
that at the time of the suspension of the gold standard 
in Great Britain, the Bank of France had a considerable 
sterling holding, and its losses through the depreciation 
of sterling were known to have exceeded many times 
its total share capital and open reserve. According to 
French law, a company which loses its capital has to 
go into liquidation, so that it was essential for some 
arrangements to be made before the date of the balance 
sheet of the Bank. Although everybody felt that the 
authorities were bound to support the Bank, the prob¬ 
lem of this support was by no means simple. It had 
been complicated by the fact that during the previous 
few years the Bank of France had increased its dividend 
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on a scale entirely unusual for a central bank. From 
30 per cent for 1925 and 32 per cent for 1926, the divi¬ 
dend was raised to 52 per cent for 1929 and 62 per cent 
for 1930. It was feared, and not without reason, that the 
Socialist Opposition might criticise the measures of 
Government support on the ground that the Bank of 
France had been in the past far too generous to its own 
shareholders, and that they might demand that, as one 
of the conditions of support, it should either pass its 
dividend altogether, or reduce it to a nominal figure. 
In anticipation of this possibility, the shares of the 
Bank of France, which had become a leading specula¬ 
tive counter in the Bourse, underwent a sharp decline, 
and with it fell all other bank shares. This in itself was 
sufficient to increase the panicky atmosphere of de¬ 
positors. The passing of the legislation indemnifying 
the Bank of France for her losses of some £20,000,000 
restored confidence to a great extent, though it was 
not sufficient to allay fears altogether. The volume of 
hoarded notes remained very high; according to reli¬ 
able estimates, it was at least 30 milliard francs. The 
development of the banking crisis might have led to 
a critical situation but for the temporary improvement 
of international conditions after the turn of the year. 
By sacrificing the interests of their weaker customers 
the French banks have increased their liquidity, and 
this has also contributed to reassure their depositors. 

While the wave of distrust of the French public in 
the solvency of their banks thus became allayed early 
in 1932, the same cannot be said of their distrust in 
the stability of the franc. For, incredible as it may 
sound, at the very time when the French franc was 
regarded abroad as the best secured currency, an in¬ 
tense wave of distrust in its stability developed in the 
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French public itself. Possibly the memories of the post¬ 
war inflation were still fresh in their minds; possibly 
fears of an armed conflict with Germany may have 
contributed towards this wave of distrust. However it 
may be, it has assumed the form of hoarding gold on 
a large scale. In theory the Bank of France notes are 
convertible into gold. In practice, however, their con¬ 
version is no simple matter for the average man in the 
street. The French authorities issue no gold coins, and 
the smallest amount which can be converted into bar 
gold is 215,000 francs. As many people cannot afford 
to hoard such a large amount, other means have had to 
be found to satisfy their demand for gold. Middlemen 
have established themselves between the Bank of 
France and the public, who buy bar gold from the 
Bank and cut it into smaller bars to suit the conveni¬ 
ence of the public. This occupation keeps thousands 
of people employed in Paris and the provinces. As the 
Bank of France uses every possible means of moral 
pressure to discourage this practice, most of the bars 
thus distributed have been imported from abroad, even 
though the price paid for them has been somewhat 
higher than the official selling-price of the Bank of 
France. A great part of the gold exported from India 
and bought on French account has never reached the 
vaults of the Bank of France, but has been sold at a 
premium to the French public. Thus, while gold has 
left its hiding-place in India, within a few weeks it 
has regularly disappeared once more in France. There 
has also developed an active traffic in foreign coins. 
Most of these coins were imported from the United 
States until, in January 1931, the Federal Reserve 
authorities discontinued the issue of coins in order 
to discourage the practice of hoarding. From that 
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time onwards sovereigns have become the favourite 
material for this trade. A very large proportion of the 
sovereigns which were sold during the “gold rush” 
in England was bought on French account, and they 
were sold to the public at a premium which at one time 
amounted to 5 per cent in the more remote provincial 
districts. This fact in itself shows the amazing lack of 
confidence of the French public in the stability of the 
franc. 

The budgetary situation could not help being affected 
by the development of the crisis in France. Although 
nominally the Budget for 1932 has been balanced, in 
reality French financial experts expect it to close with 
a deficit of some £50,000,000. As the Budget was passed 
on the eve of the General Election, it was politically 
impossible for the Government to make itself unpopu¬ 
lar by increasing taxation or enforcing economies. 
Thus, while M. Poincare left the Budget balanced and 
the Treasury with a huge surplus, his successors have 
now to struggle with the problem of finding means to 
counteract the deterioration in the state of public 
finance. 

A little more than a year ago M. Andre Siegfried, 
in his book England’s Crisis , presented a most gloomy 
picture of Great Britain’s decline. The political, eco¬ 
nomic, financial, and psychological symptoms prevail¬ 
ing in France to-day show a striking similarity to M. 
Siegfried’s pessimistic picture of the England of 1931. 
It is beyond question that France is on the downward 
path, just as England was a year ago. There is little 
doubt that she is already paying a heavy price for her 
financial victory. It seems highly probable that her 
crisis is still at a comparatively early stage, and the 
chances are that it will develop further before attain- 



X 


France’s crisis 


91 


ing its climax. It is now generally realised that France 
is not nearly as self-sufficient and independent of world 
influences as was originally believed. This is one of the 
reasons why the French financial dictatorship could 
not last very long. 



CHAPTER XI 


PARIS AS THE WORLD’S FINANCIAL CENTRE 

The man who is unable to attain his fife’s*ambition 
is indeed a pathetic figure. But what is his tragedy 
compared with that of the man who, having attained 
his fife’s ambition, is unable to take advantage of it? 
This is exactly what has happened in the case of the 
French ambitions to make Paris into the world’s lead¬ 
ing financial centre. 

We have seen in Chapter VIII. that the political re¬ 
sults which the French hoped would follow from sys¬ 
tematic pressure on the dollar during the withdrawal 
of the official French balances did not immediately 
materialise. The policy adopted by the French author¬ 
ities had, however, a concrete result of another kind. 
It secured, for the time being at any rate, the suprem¬ 
acy of Paris over London and New York as a financial 
centre. Ever since the stabilisation of the franc it has 
been the dream of French Financial Diplomacy, as well 
as of French banking circles, to develop Paris into a 
financial centre that should overshadow in importance 
both London and New York. To that end efforts have 
been made to develop the technical facilities of the 
Paris market. A new bank has been created, under the 
name of Banque Fran 9 aise d’Acceptation, to encourage 
the development of a bill market in Paris. Steps have 
been taken for the creation of a gold refinery with 
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sufficiently extensive facilities to compete with the Lon¬ 
don refinery, so as to develop a gold market. Some of 
the fiscal obstacles to the issue of foreign securities in 
Paris have been removed. 

The result of this constructive competition has not, 
however, been sufficiently favourable to secure the 
success of the endeavours to develop Paris into the 
leading financial centre. Fate willed it that Paris 
should attain supremacy, not through her own pro¬ 
gress, but through the decline of the rival centres. We 
have seen in previous chapters that to a great extent 
French Financial Diplomacy has assisted Fate in this 
respect. As a result of the policy pursued by Paris 
during 1929 and 1930 confidence in the stability of 
sterling was gradually undermined, and in the summer 
of 1931 London was unable to withstand the shock 
brought about by the crisis in Central Europe. Even 
before the gold standard was actually suspended on 
September 21, London had ceased to be an active 
banking centre. From July 1931 onwards she had to 
concentrate all her efforts on defending her own posi¬ 
tion, and so was unable to perform the normal func¬ 
tions as the world’s banking centre. Her last effort to 
assert herself was the assistance given to Austria dur¬ 
ing the Creditanstalt crisis in June. Two months later, 
however, she was unable to participate in the Hun¬ 
garian credit, and was compelled to recall part of the 
credit granted to Austria. Under the pressure of the 
withdrawal of foreign deposits, the London acceptance 
houses were compelled to discontinue granting new 
credits to their customers. The prestige of London as 
a financial centre suffered a great blow by the necessity 
of concluding credits in New York and Paris for the 
support of sterling, and by the humiliating terms of 
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these credits. In such circumstances the actual sus¬ 
pension of the gold standard on September 21, 1931, 
merely completed the process of decline. Months before 
that final act London had ceased to be a dangerous 
rival to Paris. Nor had Paris any reason to be con¬ 
cerned with the possible competition of other conti¬ 
nental financial centres. Both Switzerland and Holland 
had committed themselves, relatively speaking, to a 
far greater extent than London in Germany. Although 
the strength of their Central Banks saved their cur¬ 
rencies from sharing the fate of sterling, they had to 
concentrate all their efforts upon self-defence, and had 
no desire to continue an active policy. 

After the suspension of the gold standard in Great 
Britain, opinions in international banking circles were 
divided as to whether New York or Paris would step 
into London’s inheritance as the world’s leading bank¬ 
ing centre. In September the American gold reserve 
exceeded one milliard pounds, and was about twice as 
large as that of France. On the other hand, the French 
authorities and French banks possessed huge balances 
in New York, and the extent to which Paris was in¬ 
volved in the Central European banking crisis was 
very small. Thus the two centres entered the field with 
approximately even chances. The heavy withdrawal 
of French dollar balances, both official and unofficial, 
turned the balance decidedly against New York. 
Already in October it became evident that Paris was 
in a stronger position. When New York and Washing¬ 
ton had to accept the terms under which the French 
authorities were prepared to abstain from the whole¬ 
sale repatriation of their balances, the victory of Paris 
became evident. During the following months Paris 
continued to strengthen her technical position through 
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increasing her gold reserve, largely at the expense of 
the United States. Although the American gold re¬ 
serve remained larger, it was evident that, should the 
remainder of the French official balances be converted 
into gold, the increase of the French gold reserve and 
the reduction of the American gold reserve would ap¬ 
proximately level up the difference. Moreover, owing 
to the withdrawal of French balances, the dollar was 
almost incessantly at a discount against the franc, and 
very often it was at gold export point. In consequence 
the franc inspired more confidence abroad than the 
dollar. Internal troubles were also greater in the United 
States than in France. Notwithstanding the increasing 
extent to which the repercussions of the world crisis 
were making themselves felt in France, her economic 
position remained much stronger. The American author¬ 
ities and banking circles had to concentrate all their 
efforts on their internal problems. Even if they had 
been internationally in a stronger position than France, 
they would not have thought of turning their strength 
to their advantage. Their experience in the inter¬ 
national field has been anything but encouraging. 
While some years ago ambitious New York bankers 
hoped that New York would sooner or later replace 
London as the world’s banking centre, nobody in New 
York, when during the crisis London became elimin¬ 
ated, thought of attempting to take her place. 

Thus, in the autumn of 1931 the dreams of French 
political and financial circles became a reality. The 
position of Paris as the world’s banking centre was 
uncontested. It will be interesting to examine how far 
France has taken advantage of her unique opportunity 
to assume financial leadership. 

London was defeated and eliminated; New York 
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was paralysed and forced to be on the defensive; 
there was nothing to prevent Paris from assuming 
the much-coveted role hitherto played by London. 
There was, actually, no material or technical ob¬ 
stacle. There was, however, still the unsurmountable 
obstacle of the fundamental characteristics of French 
mentality, which disqualifies France from the role of 
financial leadership. However over-sophisticated the 
Paris haute finance may be, it cannot shake off the 
limitations imposed upon it by the French peasant 
mentality, which remains the predominant feature in 
the character of every class in France. The over¬ 
cautious, distrustful mind of the peasant manifests 
itself in the hoarding habit, which by no means con¬ 
fines itself to the rural population. The only difference 
between hoarding in farm-houses and in town mansions 
is that in the latter a hired safe in a bank takes the 
place of the proverbial stocking. What individuals 
do on a small scale France as a whole practises on 
gigantic lines. Whatever money enters the peasant’s 
stocking remains there unless extreme necessity forces 
it out again; and whatever money enters the vaults 
of the Bank of France remains there if the French 
authorities can keep it. If the chief function of bank¬ 
ing consisted of sitting on bags of gold and counting 
with satisfaction the daily increase of the treasure, then 
undoubtedly Paris would easily qualify for the first 
place as a banking centre. As, however, banking means 
relending the funds accumulated, Paris finds it difficult 
to live up to the position which she has attained partly 
by the force of circumstances and partly by the de¬ 
liberate efforts of her authorities. Any suggestion that 
France should use her financial strength and the 
liquidity of her resources for embarking upon a policy 
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of liberal lending is emphatically rejected in Paris. 
The mere idea of France parting voluntarily with some 
of her cherished gold is treated with contempt. It is 
argued that in the present time it is too risky to lend; 
and the over-cautious, distrustful peasant mentality 
shudders at the thought of risk. Against this attitude 
it is useless to argue that, although world conditions 
are bad, they can certainly be improved immensely by 
a liberal lending policy on the part of the one country 
which has the resources. 

Whether France is right or wrong in this over¬ 
cautious policy, in pursuing it she has forfeited her 
chances of taking London’s place as the world’s bank¬ 
ing centre. That position, although it carries enormous 
advantages, carries also heavy obligations and re¬ 
sponsibilities. A banker has to finance his customers 
in good times and bad times. If he supplies them with 
ample funds while conditions are favourable and cuts 
their credits as soon as there is a turn for the worse, he 
cannot hope to maintain a set of first-class customers. 
It is true that, by nursing his customers through lean 
times, he runs the risk of suffering losses through bad 
debts, and some of his assets may become frozen. In 
the long run, however, the profits made during the 
good years compensate him for these losses. This is not 
realised in France, as it is contrary to the peasant 
mentality of the French nation. There may be, un¬ 
doubtedly, considerable advantages in the French 
policy of calling in credits at the first danger signal, 
and withholding fresh credits until the danger is 
over. It is largely thanks to that mentality that Paris 
has succeeded in maintaining a greater degree of 
liquidity than other financial centres. But, so long as 
this attitude prevails, Paris cannot claim to have 
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become the world’s banking centre. Even during the 
darkest days of the autumn of 1931 it was more diffi¬ 
cult to raise credits in triumphant Paris than in defeated 
London. While British banks have been nursing their 
customers through the crisis, French banks have ruth¬ 
lessly cut down credits at home and abroad, thereby 
accentuating the world’s difficulties. 

Paris has failed to take advantage of her favourable 
opportunity for developing a first-rate acceptance 
market, loan market, and gold market. Although the 
volume of acceptances in London has inevitably de¬ 
clined as a result of the fluctuations of sterling, Paris 
has not attracted the business lost by London. On the 
contrary, even her own narrow acceptance market has 
experienced a decline of activity. In fact, it has become 
more difficult than ever to transact business in the 
Paris discount market. It requires strenuous negotia¬ 
tions to place a comparatively moderate amount of 
fine bank bills. In this respect facilities in London are 
as good as ever; but for the decline in the volume of 
fine bank bills and the differentiation against certain 
names, the London discount market would not have 
been affected through the crisis. Technically, it is as 
efficient as ever. As for the Paris loan market, we have 
seen that it confines its activities to granting loans to 
the political allies of France, or to countries whose 
affiance the Government hopes to purchase by means 
of the loans. With regard to the gold market, the 
elaborate arrangements for the establishment of a big 
refinery to compete with London have fallen through 
as a result of the failure of the Comptoir Lyon- 
Alemand, which was at the head of the group en¬ 
trusted with the scheme. The only kind of gold market 
that has actually been established in Paris is concerned 
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with traffic in coins and gold bars to satisfy the require¬ 
ments of the hoarding population. The Bank of France 
is most reluctant to part with gold. While in theory 
its notes are convertible, in practice those presenting 
them for conversion are usually dissuaded from insisting 
on their rights. At present New York is the only centre 
where gold can freely be obtained from the Central 
Bank, while the London gold market, with its supplies 
from South Africa and India, is still by far the best 
open market. 

It is thus evident that Paris has failed to reap the 
fruits of her victory as far as her ambitions for becom¬ 
ing the leading banking centre are concerned. The 
French people themselves are beginning to realise their 
limitations in this respect, and French official quarters 
are becoming increasingly aware of the impossibility 
of Paris taking London’s place. During the last few 
months many of those who voice the opinion of official 
quarters in Paris and who have in the past pressed, 
both in speech and in action, the claim of Paris 
for leadership, have expressed their desire to see the 
restoration of London to her old position as the great 
organisation for the international distribution of credit. 
The French ambitions to acquire this position for Paris 
have never been very deeply rooted. Their only object 
was to enhance the political power of France’s financial 
resources. It has now been realised that Paris has no¬ 
thing to gain financially through the eli min ation of 
London as a rival centre, as she is neither able nor 
even willing to take her place. 



CHAPTER XII 


Britain’s recovery 

At the time of the suspension of the gold standard 
many people abroad believed that it would be fol¬ 
lowed by a disastrous slump of the pound, and indeed 
they expected that it would depreciate to a fraction of 
its original value. It appeared as if the suspension of 
the gold standard would reduce Great Britain to insig¬ 
nificance in the sphere of international politics and 
finance. Actually, however, the depreciation of the 
pound that followed the suspension of the gold standard 
has proved to be a blessing in disguise. From the point of 
view of international politics it has saved the independ¬ 
ence of British external policy from French influence, 
which threatened to dominate it as a result of the 
dependence of sterling upon French support. In home 
politics the nation has realised the necessity for a 
strong Government to deal with the emergency, and 
the electorate has returned a record majority for the 
National Government. In the economic sphere the de¬ 
preciation of sterling has resulted in a slight improve¬ 
ment of trade, which is all the more gratifying as in 
most countries which have retained the gold standard 
the depression has become further aggravated. From 
the budgetary point of view, the gratifying response 
of the taxpayers to the Government’s appeal has 
secured the elimination of the deficit. It seems that 
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the depreciation of sterling has provided a timely 
warning, and brought forth the eminent qualities of 
the British character, which in the past have on 
many occasions manifested themselves in times of 
emergency. 

After the suspension of the gold standard, repeated 
overtures were made from Paris offering financial 
assistance in case the British authorities wished to 
stabilise sterling at a lower level. It was hoped in Paris 
that, should the British authorities decide to stabilise 
sterling in the vicinity of, say, 100 francs, they would 
become dependent upon French support almost to the 
same extent as they were dependent before the sus¬ 
pension of the gold standard. It is true that it would 
have been easier to maintain sterling at 100 francs than 
at 124 francs; at the same time the resources available 
for maintaining this stability were completely ex¬ 
hausted. Although the Bank of England still had a 
gold reserve of over £130,000,000, on the other side of 
the balance-sheet there was an equivalent amount of 
short-term indebtedness contracted during the crisis 
for the support of sterling. So long as these credits 
were not in excess of the gold reserve, the British 
authorities were always in a position to repay them in 
the form of gold. They realised that if they were to 
contract new credits in excess of the amount of the 
gold reserve, they would be exposed to the caprices of 
the foreign exchange market, and what is worse, be at 
the mercy of the French authorities. The necessity for 
repaying a short-term credit on a certain date would 
in itself have been an influence strongly adverse to 
sterling, and might have compelled the British author¬ 
ities to pay the political price demanded by France 
for its renewal. Moreover, the British authorities had 
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not the slightest desire to fix a rate of stabilisation 
until experience had shown the approximate level at 
which sterling could be stabilised. Nor had they the 
least desire to link sterling to gold so long as inter¬ 
national conditions remained uncertain. It is to their 
credit that they resisted the temptation to accept the 
French offer and to stabilise sterling immediately. 

In November 1931 M. Flandin paid a flying visit 
to London, where he is said to have made a complete 
offer of assistance should the British authorities decide 
to stabilise sterling. Alternatively, he suggested that 
the British authorities should guarantee the exchange 
rate of the French official balances that were still left 
in London. Both suggestions were declined. The de¬ 
clared policy of the British Government was to post¬ 
pone stabilisation until international conditions be¬ 
came comparatively normal, and until experience had 
shown at what level it could be stabilised. As for the 
proposed guarantee of the exchange rate, it was refused 
because it would have amounted to an increase in the 
Government’s liabilities in terms of foreign currencies. 
Thereupon the French authorities began to repatriate 
their sterling balances on a large scale. Owing to the 
narrowness of the market, their operations produced 
a very considerable effect, and largely accentuated the 
depreciation of sterling in November and December. 
Admittedly the Bank of France was not the only 
Central Bank to take this course. The Netherlands 
Bank also repatriated its balances in great haste. Most 
other Central Banks, however, stood by the Bank of 
England loyally, and were prepared to take the risk of 
a further depreciation of sterling rather than accentu¬ 
ate it by the hasty withdrawal of their deposits. 
Although none of them had so much at stake as the 
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Bank of France, some of them could ill afford to lose 
even the comparatively small amount involved, and 
the attitude of the Bank of France brings their loyalty 
into strong relief. Subsequent events justified their 
faith in sterling, as, owing to the recovery which took 
place after the turn of the year, their losses on their 
sterling deposits became considerably reduced. 

The withdrawal of balances by the Bank of France 
was all the more inconvenient in that it coincided with 
the buying of dollars and francs by the British author¬ 
ities for the purpose of the repayment of the Franco- 
American credits. On October 31 the first credit of 
£50,000,000 fell due; the Bank of England repaid 
£20,000,000—£5,000,000 in exchanges and £15,000,000 
through the shipment of gold—and availed itself of its 
option of renewal for another three months for the 
other £30,000,000. This transaction reduced the gold 
reserve to about £120,000,000, and it was feared that, 
should the repayment on January 31 be made on the 
same basis, the gold reserve would drop further to 
£100,000,000. It appeared indeed as if, in face of the 
pressure caused by French selling of sterling, the 
British authorities would stand no chance of acquiring 
the foreign exchanges necessary for making the repay¬ 
ment. Throughout December the market was strongly 
adverse, and any official buying of dollars and francs 
might have further accentuated the fall of sterling, 
which the British authorities were anxious to avoid. 
It was, indeed, to the interest of French Financial 
Diplomacy that the British authorities should not be 
able to accumulate the amount of foreign exchanges 
required for the repayment. They hoped that in that 
case, rather than allow the gold reserve to decline 
further, they would approach Paris for another re- 
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newal of the credit. Paris would have been only too 
willing to renew its share—at a price. 

Much to the surprise of most people, the Bank of 
England was able to meet the maturity on January 31 
without shipping any gold. In the course of January 
conditions in the foreign exchange market became more 
favourable, and notwithstanding persistent selling of 
sterling by the Bank of France, the Bank of England 
was able to acquire a considerable amount of dollars 
and francs. This was due in part to the repayment of 
credits by London’s foreign customers. Debtors all over 
the world hastened to take advantage of the deprecia¬ 
tion of sterling to repay their credits, fearing that, 
should they renew them, a recovery of sterling might 
reduce the advantage of the lower exchange rate. 
Another favourable factor was the shipment of gold 
from India on a large scale. The high price of gold in 
terms of rupees induced many holders, big and small, 
to sell, and the Government of India took advantage 
of the favourable exchange position created by the 
gold exports for the repayment of a loan of £15,000,000 
in January. The most important influence in sterling’s 
favour was, however, the return of confidence. The 
impressive figures of the revenue return in the early 
days of January gave rise to hopes that the Budget 
would, after all, be balanced. English people began to 
repatriate their funds from abroad so as to take ad¬ 
vantage of the favourable rate of exchange. 

It was only at a later stage that foreigners also began 
to take an optimistic view of sterling. The repayment 
of the Bank of England credit on January 31 was 
largely responsible for this. Throughout February there 
was a strong and increasing buying pressure, notwith¬ 
standing the reduction of the bank rate, and as a result; 
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of this the British authorities were able to accumulate 
a sufficiently large amount of dollars and francs to 
repay in anticipation a considerable portion of the 
Treasury’s credit of £80,000,000 falling due in August 
1932. The American portion of the credit was repaid 
completely, while half the French portion was also re¬ 
paid; the other half, being in the form of Treasury bills 
held by the public, could not be repaid until maturity. 
The repayment of the credits was favourably received 
in the United States, not only because it provided a 
welcome relief to the dollar, but also because it in¬ 
dicated a revival of London’s strength. The American 
banks declared themselves willing to renounce their 
commission for the period between the repayment and 
maturity. When, as a matter of form, the French banks 
were sounded as to whether they would be prepared to 
do the same, the answer was that they would rather 
not be approached with this request. 

The repayment of the Franco-American credit six 
months before maturity, together with the gradual re¬ 
duction of the bank rate from 6 per cent to 3J per cent 
and the removal of the exchange restrictions introduced 
immediately after the suspension of the gold standard, 
resulted in an immense wave of optimism as to the 
prospects of sterling. Together with other indices of 
economic and financial recovery, they gave rise to a 
strong demand for sterling both through further re¬ 
patriation of British capital, an influx of foreign funds, 
and speculative buying. In fact, as it had become evi¬ 
dent that, while conditions in Great Britain were tending 
to improve, in other countries they were tending to 
deteriorate, in the early days of March there developed 
a flight to the pound which was almost as sweeping 
as was the flight from the pound during the summer of 
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1931. From its low record of 3-23, touched in December 
1931, the sterling dollar rate gradually rose to 3-50 by 
the beginning of March 1932. It would have risen more 
rapidly but for the intervention of the British authori¬ 
ties to prevent it by means of buying dollars and francs. 
After having repaid part of the Treasury’s credit falling 
due in August, and after having provided for the un¬ 
paid balance of that credit, they began to accumulate 
a foreign exchange reserve. Had they maintained ster¬ 
ling in the vicinity of 3-50, they could have easily 
acquired an amount comparable with the foreign ex¬ 
change purchases of the Bank of France during the 
period of the pre-stabilisation of the franc between 
1926 and 1928. The authorities were not, however, 
prepared to take the risk involved in such a policy. 
They decided on March 8 to allow sterling to appreciate, 
because they were afraid to buy the huge amounts of 
foreign exchanges which were thrown on the market at 
that rate. Had they then maintained sterling at 3-50, the 
accumulation of a huge foreign exchange reserve would 
soon have enabled them to assume leadership in the 
sphere of international finance, which they were forced 
to relinquish as a result of the adverse trend of sterling 
prior to its collapse. The expansion of credit brought 
about by the accumulation of a huge foreign exchange 
reserve would have resulted in a trade revival in Great 
Britain, and would have effectively checked deflation 
all over the world. Before very long London would have 
been placed in a position to assist countries in need of 
support, which would have brought the crisis to an 
end, and would have brought about an international 
economic recovery. Last but not least, it would have 
brought to an end the financial dictatorship of France 
over Europe. 
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Unfortunately, the authorities were unable to take 
advantage of the immense possibilities of the situation. 
They were frightened of the possibility of credit expan¬ 
sion, which might have brought about the dreaded rise 
in prices; and they were not prepared to take the risk of 
buying large amounts of foreign exchanges at an un¬ 
favourable exchange rate before the approximate rate 
at which sterling would eventually be stabilised was 
agreed upon. As if in face of the immense interests at 
stake the exchange loss of a few million pounds would 
have mattered very much! Instead of following the 
French example of 1926, which proved immensely 
successful, the Bank of England allowed sterling to 
appreciate from 3-50 to about 3-80 in March and April. 
At the higher rate sterling ceased to be particularly 
attractive, and the demand declined considerably. 
Thus an excellent opportunity for rapid financial 
victory was lost. It may be hoped, however, that 
sooner or later a similar opportunity will arise again. 

In any case, the change of the financial situation in 
favour of London has been remarkable. The authorities 
now possess a comparatively substantial foreign ex¬ 
change reserve, with the aid of which they are in a 
position to maintain sterling against any unwanted 
relapse. London is once more in a position to partici¬ 
pate in the financial reconstruction of other countries 
on an equal footing with Paris. The political signifi¬ 
cance of this fact cannot be sufficiently emphasised. 
While a few months earlier the only hope for any 
country to obtain financial assistance was to accept 
the political conditions fixed by France as the price 
for her support, to-day she has ceased to enjoy such a 
monopolistic position as the only potential source of 
assistance. While until recently at least two countries. 
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driven to despair by the aggravation of the crisis, were 
willing to yield to French political pressure, in future 
there will be no need for them to sell their political 
independence for financial support. Although at the 
time of writing London is not yet in a position to 
undertake independently to assist other countries on 
a large scale, the trend of development points decidedly 
in that direction, so that the countries which have 
hitherto withstood the French politico-financial in¬ 
fluence, hard pressed as they may be, may be induced 
to hold out longer in the hope of independent assist¬ 
ance from London. 

The chances are, indeed, that notwithstanding the 
timid policy of the authorities, London’s inherent 
power and relative strength will increase in the near 
future. The trend of economic and financial develop¬ 
ment in France and the United States is decidedly 
unfavourable, and it seems highly probable that we 
shall witness a revival of demand for sterling. As there 
are strong influences at work against allowing sterling 
to appreciate much higher, the authorities may event¬ 
ually be forced to increase their foreign exchange reserve 
even against their wish. The establishment of an 
“Exchange Equalisation Fund” of £150,000,000 has 
removed the technical obstacles to the acquisition of 
foreign exchanges. It seems probable that the foreign 
balances of the Bank of England will become before 
long a predominant factor in the international money 
market. Already their influence is felt both in New 
York and Paris, but, while to-day the deflationist 
policy of France is still the dominating force, before 
very long it may take second place among the influ¬ 
ences determining the world’s monetary tendencies. 



CHAPTER XIII 


THE DANUBIAN SCHEME 

Ever since the war the attitude of France in the sphere 
of politics, finance, and commerce has been that of 
the card-player who, after a highly successful rubber, 
wants to retire and preserve his winnings. In the sphere 
of politics he wishes to make the Treaty of Versailles, 
which was forced upon Germany at a moment when 
the vindictive spirit was still at its bitterest, the per¬ 
manent basis upon which the world’s peace should 
rest. Any suggestion of a revision of the Treaty is re¬ 
jected with horrified indignation as an attack directed 
against supreme justice and the peace of mankind. The 
lucky card-player is determined to retain every penny 
of his winnings, and refuses once more to join in the 
game. In the sphere of commerce France aims at re¬ 
taining the advantages which accrued to her as a 
result of an abnormal exchange position by rationing 
imports on the basis of their figures during the years 
when France had the full advantage of an undervalued 
exchange. In the sphere of finance France has become 
a one-way street for gold movements. Since she has 
accumulated all the gold she has been able to lay her 
hands on, her experts have declared that she needs 
all that and more for her own purposes. It seems quite 
probable that, when the tide turns, she may take steps, 
before losing much gold, to place an embargo on gold 
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exports. The lucky player does not wish to continue 
the game if there is a possibility that his luck may 
turn. 

It is this same desire to retain the winnings obtained 
during a spell of unprecedented good fortune that char¬ 
acterises the French policy towards the Danubian 
States. The plan put forward by M. Tardieu aimed at 
consolidating French influence in Central Europe be¬ 
fore the decline of France’s financial power could 
weaken her political position. He realised that there 
was not much time to lose. Hence the emphasis laid 
on the urgency of adopting the French plan before 
the Lausanne Conference. 

The French attitude towards the Danubian States 
since the beginning of the crisis is characterised by a 
desire to obtain the maximum of political advantages 
at the cost of the minimum of financial support. In 
fact, for the most part practically no actual support 
has been given, and France has acquired influence 
mainly by keeping hopes of further support alive in 
the countries concerned. Thus, no actual assistance 
was given to Bulgaria, although her hopes were 
raised to such an extent as to induce M. Molloff, 
the Finance Minister, to refuse League of Nations 
assistance in September 1931. As for Austria, a credit 
of 60,000,000 schillings was actually promised, but the 
transaction never materialised, as the Bank for Inter¬ 
national Settlements, through whose intermediary the 
credit was to be granted, refused to assume responsi¬ 
bility for the amount. No further assistance was forth¬ 
coming from France for Hungary, apart from the highly 
inadequate credit that was granted in August. In spite 
of this, the foreign policy of both Austria and Hun¬ 
gary has come under French influence. The hopes that 
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sooner or later France would help have been skilfully 
kept alive, and have been sufficient to secure the 
political influence of France without the least financial 
sacrifice. 

No nation could, however, live on hopes for ever. 
Conditions in Austria and Hungary have grown from 
bad to worse, and early in 1932 France must have 
realised that sooner or later she would either have to 
fulfil her promises or relinquish her political hold upon 
these unfortunate countries. The recovery of London 
constituted a growing menace to the monopolistic posi¬ 
tion of France as the only potential source of support. 
It had become, therefore, increasingly urgent from the 
French point of view to reap the fruits of the financial 
victory before it was too late. 

The original French plan was to separate Austria 
from Germany by means of restoring the Dual Mon¬ 
archy under the Hapsburgs. This plan, however, met 
with the determined opposition of the Little Entente. 
Some other scheme had to be devised to attain the 
same end without antagonising the countries of the 
Little Entente, and the idea of the Danube economic 
federation appeared to be eminently suitable for that 
purpose. It would definitely dispose of the Austro- 
German Customs Union scheme, and would result in 
the creation of a group of countries in which French 
influence predominated. 

The mere fact that France was determined to ex¬ 
clude Bulgaria from the combination in itself proves 
beyond doubt the political motives that lie behind 
the scheme. Geographically, Bulgaria is as much a 
Danubian State as Roumania, and much more so than 
Czechoslovakia. It is true that, being an essentially 
agricultural country, her inclusion would further 
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accentuate the predominantly agricultural character of 
the federation. This could, however, be easily counter¬ 
acted by the inclusion of Germany and Italy, both of 
which are essentially industrial countries, and provide 
the principal markets for the surplus agricultural pro¬ 
ducts of the Danubian States. From a purely economic 
point of view, a group that includes Germany and 
Italy and possibly Poland, besides the small Danubian 
States, would be an ideal combination. From a political 
point of view, however, it would not suit the purpose 
of France. The idea was to separate Germany from 
Austria, not to join them together within the frame¬ 
work of a large economic unit. Nor would a federation 
of the six Danubian States, including Bulgaria, suit 
the political purposes of France. The balance of power 
between the Little Entente on the one hand, and 
Austria, Hungary, and Bulgaria on the other, would 
be too even to secure a sufficient permanent pre¬ 
dominance of French influence. Without Bulgaria the 
balance of power would be easily on the side of the 
Little Entente, which is what France desires. 

From a British point of view the scheme appeared 
undoubtedly attractive on the surface. The idea of an 
economic federation of the Danubian States has always 
been viewed with favour in London, and, as was 
officially stated, the British Government was prepared 
to support any constructive scheme to that end. More¬ 
over, between 1923 and 1931 considerable amounts of 
British capital had been invested in Austria and Hun¬ 
gary in long-term loans and short-term credits. In 
financial circles it is feared that unless something is 
done urgently the collapse of these two countries will 
render the repayment of these amounts highly prob¬ 
lematical. The French suggestion of joint action to save 
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them from collapse, and to combine them with other 
countries into a federation which stands to increase 
the chances of their recovery, appeared, therefore, 
rather tempting in more than one quarter in London. 
It is consequently not surprising that our unsophisti¬ 
cated statesmen allowed themselves to be convinced 
by M. Tardieu on the occasion of his London visit, and 
declared themselves in favour of the French scheme. 
They did not realise that, on this occasion, as on many 
previous occasions, France wanted to obtain something 
for nothing, or at any rate for next to nothing. 

French participation in a proposed relief credit of 
£10,000,000 to Austria and Hungary would have in¬ 
volved no sacrifice for France, as it would presumably 
have been followed by a British participation in relief 
credits to the other members of the Danube federa¬ 
tion, which would otherwise have had to be sup¬ 
ported exclusively by France. Thus, in return for the 
£5,000,000 which France would contribute to prevent 
a collapse in Austria and Hungary, Great Britain 
would presumably have to contribute an approxi¬ 
mately equal amount for the support of the political 
allies of France. On balance the scheme would not 
present any advantages for Great Britain from this 
point of view. Undoubtedly it is desirable that the two 
countries should co-operate in the reconstruction of 
Central and South-Eastern Europe, but co-operation 
should be sincere, and without any ulterior motive. 
It should not aim at the consolidation of the French 
zone of influence in Central Europe, or at the isolation 
of Austria from Germany, but exclusively at the 
economic reconstruction of the countries concerned. 
France is undoubtedly well aware that it is also to her 
interest to avert a collapse in Austria and Hungary. 

I 
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Although the amount of French capital lent to these 
countries is less than the amount of British capital, 
the repercussions of a collapse in these two countries 
upon the other Danubian States would endanger the 
security of the substantial loans granted by France 
to the latter. Thus, in co-operating for the defence of 
the British capital invested in Austria and Hungary, 
France would also defend her own capital invested in 
the other Danubian States. She is aware that she will 
not be able to keep on supporting these countries very 
much longer, and that, in order to stop the rot from 
spreading over them, it is to her interest to assist in 
the salvage of Austria and Hungary. That being the 
case, it is difficult to see any reason why France should 
be paid a political price for her co-operation. 

There is another aspect to the problem. The scheme 
of the Danube economic federation depends upon its 
approval by Germany and Italy. Both these countries 
are the principal customers for the products of the 
Danubian States, and none of these latter is prepared 
to risk its Italian and German markets for the sake of 
the doubtful advantages of a system of preferences 
within the proposed federation. To put it plainly, the 
scheme cannot succeed unless Italy and Germany agree 
to continue to buy from the Danubian States as much 
as they have bought hitherto, notwithstanding the fact 
that their exports to those countries would be reduced 
by the application of the system of preferences. They 
are asked to agree to give something for nothing. To 
some extent this is true also of France, Great Britain, 
and other countries. Their trade with the Danubian 
States is, however, incomparably smaller than that of 
Germany or Italy. In the case of both of them it 
amounts to roughly 10 per cent of their total trade, 
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and the sacrifice they are expected to make is, therefore, 
considerable. Undoubtedly, if the Danubian scheme 
were to form part of a general arrangement for the 
reconstruction of Europe, both countries would be 
willing to make these sacrifices. If in return for them 
France would agree to the cancellation or radical re¬ 
duction of reparations and to disarmament, it is prob¬ 
able that neither Germany nor Italy would bar the way 
to an agreement by rigidly insisting upon maintaining 
its share of the trade with the Danubian countries. 
The French idea was, however, to rush the agreement 
through independently of any other issues. Without 
giving the least assurance that Germany and Italy 
would be compensated for their sacrifices, France 
expected them to agree to the Danubian scheme, and 
denounced them as selfish for their unwillingness to do 
so. Considering that during the last twelve months 
France has repeatedly declared herself unwilling to 
assist other nations without being paid for her assist¬ 
ance in the form of political concessions, she is hardly 
entitled to criticise other nations for insisting upon 
the principle of the quid pro quo. 

Over and above all, so long as the problem of repara¬ 
tions and war debts is not solved, there is no assurance 
whatever that any arrangements for the Danubian 
States could produce any lasting result. A collapse in 
Germany would destroy any good results that might 
originate from the Danubian scheme. Until an agree¬ 
ment on reparations has eliminated that danger, the 
granting of any fresh credits to any of the Danubian 
States has every appearance of throwing good money 
after bad. It would undoubtedly provide temporary 
relief, but in a few months the amounts borrowed 
would be spent, and the situation would be worse than 
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before the granting of the credits. This is widely 
realised, and it would be misleading, therefore, to 
expect miraculous psychological effects from the estab¬ 
lishment of the Danubian federation. Nobody would 
believe that in itself it would be able to bring about a 
world economic recovery. A recovery could not be 
achieved except by a general agreement on all main 
issues, including reparations, war debts, and disarma¬ 
ment. 



CHAPTER XIV 


THE TWILIGHT OF THE GODS 

We have seen in Chapter VIII. that the foundations 
upon which France’s financial hegemony have rested 
have been essentially of a temporary nature. Even 
when France’s financial power reached its zenith, it 
was obvious that its decline was merely a question of 
time. In his book Behind the Scenes of International 
Finance, the author expressed the view that as a result 
of the working of natural forces France’s financial 
supremacy would disappear in about two years. Since 
then, things have moved much faster than the author 
had anticipated. The crisis has reacted upon the eco¬ 
nomic and financial situation of France much more 
rapidly than was generally expected, while at the same 
time London’s spectacular recovery has exceeded even 
the most optimistic anticipations. Thus, while the evo¬ 
lution of the crisis in France has tended to weaken her 
basic financial strength, London’s recovery has done 
much to weaken her relative power. 

At the time of writing, France is still a formidable 
factor in the sphere of international finance, and she 
is still in a position to exert political influence with 
the aid of financial weapons. These financial weapons 
have lost, however, much of their original sting. It is 
true that technically the position of the franc is as 
strong as ever. In fact, the French gold reserve has in- 
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creased considerably during the last few months, and 
is expected to increase further, both through with¬ 
drawals from New York and through the acquisition 
of part of the Indian gold exported to London. At the 
same time, however, the foreign exchange holding of 
the Bank of France has undergone a considerable de¬ 
cline through repatriation both from New York and 
London. The decline of the foreign exchange reserves 
has exceeded the amount of the increase in the gold 
reserve, so that the net result is a reduction of the total 
“fighting fund”. It is true that this reduction is com¬ 
paratively moderate. Considering, however, that until 
recently the total continued to increase, it indicates a 
turn in the trend the importance of which should not 
be underestimated. It ought to be borne in mind that 
the increase during the last few years, and more especi¬ 
ally during the last few months, was largely due to 
repatriation of French capital. This process may be 
regarded as concluded, for those who have left their 
capital abroad in spite of the uncertainty of the inter¬ 
national position during the last few months are not 
likely to repatriate it at all. Another factor that has 
hitherto been largely responsible for the influx of gold 
to France, the favourable balance of payments, is 
likely to turn against France to an increasing degree. 
Apart from the obstacles placed in the way of exports by 
protectionist measures, restrictions, and, above all, the 
unfavourable exchange rates of a number of countries, 
the decline of invisible exports represented by tourist 
traffic and the lower yield of foreign investments are 
calculated to convert the French surplus into an in¬ 
creasing deficit. 

There is another factor of considerable importance. 
While until the beginning of the financial crisis last 
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year the amount of foreign funds in the Paris market 
was negligible, since then they have undergone a re¬ 
markable increase. As the franc has been regarded as 
the safest gold currency, a large number of people have 
transferred funds to Paris. Although there are no 
figures available as to the amounts of these funds, it 
is reasonable to assume that their total is well in excess 
of the amount of foreign balances still held by the 
Bank of France. But for the influx of these foreign 
funds, the net decline of the total gold reserves and 
foreign balances of the Bank of France would have 
been much more considerable. It seems unlikely that 
this influx will continue on any excessive scale, con¬ 
sidering that the star of France in the firmament of 
international finance is on the decline, while that of 
Great Britain is rising. On the contrary, it seems pos¬ 
sible, and even probable, that before very long some 
of the foreign funds invested in Paris will be repatriated 
or transferred to some other centre. Thus, in addition 
to the normal effect of a surplus of visible and invisible 
imports over visible and invisible exports, the French 
“fighting fund” will decline also through the with¬ 
drawal of capital funds. 

Twelve months ago the Bank of France possessed 
foreign balances amounting to over 1,000,000,000 
dollars, while other French banks also held balances 
of many hundreds of millions of dollars abroad. To-day 
the foreign holdings of French banks are insignificant, 
and the amount of the foreign balances of the Bank of 
France is about half of what it was a year ago. Thus, 
the strength of the “first line of defence”, which is to 
protect the gold reserve in case of adverse tendencies, 
has been reduced by approximately two-thirds. At the 
same time, while twelve mpnths ago foreign balances 
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in Paris were insignificant, to-day they have attained 
a formidable figure. They are believed to be well in 
excess of the foreign balances of the Bank of France, 
and their withdrawal would therefore wipe out alto¬ 
gether the “first line of defence”. Any strong adverse 
tendency would result, therefore, in a loss of gold, A 
strong adverse tendency of this kind might well result 
from an aggravation of the international political 
situation. The likelihood of an armed conflict with 
Germany would bring about a wholesale withdrawal 
of foreign balances, while French people themselves 
would not hesitate to transfer their capital to Switzer¬ 
land and other neutral countries. The memory of the 
depreciation of the franc after the war is still too fresh 
in their minds for them to regard the possibility of 
the recurrence of such developments with equanimity. 
Thus it is probable that the immediate effect of an 
international political crisis would be a heavy loss of 
gold. 

Admittedly the technical position of the Bank of 
France is very strong, as it has an ample surplus over 
legal reserve requirements. It is highly doubtful, how¬ 
ever, whether it would be able to withstand the strain 
caused by the psychological factor. While technically 
it is in a position to lose £200,000,000 without any fatal 
consequences, psychologically the loss of a much smaller 
amount would be sufficient to bring about a panic. 
Even now, when the Bank of France receives day 
after day large consignments of gold in addition to its 
existing stock, which is 30 per cent above legal mini¬ 
mum requirements, and which is still protected by a 
considerable foreign exchange reserve, the French 
public does not trust the stability of the franc. We 
have seen in Chapter X. that hoarding of gold in 
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France has assumed considerable dimensions, and that 
French people are even prepared to pay a premium on 
gold. If that is their attitude while the Bank of France 
is gaining gold rapidly, it is easy to imagine what their 
attitude will be the moment the Bank of France begins 
to lose gold on a large scale. The withdrawal of 
£20,000,000 to £30,000,000 within a few weeks would 
result in an increase of hoarding in every shape and 
form, and would cause a flight from the franc. Moral 
pressure would not then prevent French people any 
longer from claiming their right to convert their notes 
into gold bars. It would be necessary to pass legal 
measures to safeguard the gold stock of the Bank of 
France against internal drain, which measures would 
only accentuate the flight of capital. A run on the 
banks would result in an increase in the note circula¬ 
tion, which again would reduce the safety margin of 
the gold reserve. It is highly probable that such de¬ 
velopments would lead to the suspension of the gold 
standard in France. 

These are, of course, possibilities which may not 
materialise unless and until developments in the sphere 
of international politics should threaten to lead to an 
armed conflict. At the present moment such develop¬ 
ments may appear unlikely. Nevertheless their possi¬ 
bility should be borne in mind. It is of great import¬ 
ance to realise that to-day France is highly vulnerable, 
as vulnerable as was Great Britain before the suspen¬ 
sion of the gold standard. A year ago the possibility 
of the aggravation of the international situation con¬ 
stituted a menace to the stability of sterling; to-day it 
constitutes a menace to the stability of the franc. Thus, 
France can afford no longer to regard with indifference 
the aggravation of the international political situation, 
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and she would, therefore, think twice before taking up 
an attitude which might lead to international com¬ 
plications. The French authorities are undoubtedly 
aware that an invasion of the Ruhr would mean the 
suspension of the gold standard in France. The realisa¬ 
tion of this will certainly have a considerable influence 
upon French foreign policy. 

It is realised in Paris that so long as there is the 
faintest possibility of grave developments in the sphere 
of international politics France cannot afford to part 
with a substantial part of her surplus resources. Thus, 
she is no longer in a position to support her political 
allies to the same extent as she has done up till now. 
Nor is she in a position to spend large amounts upon 
obtaining political support from countries hitherto 
opposed to French external policy. 

The unfavourable change in the budgetary situation 
is another reason why financial support from France 
for political purposes is not likely to be forthcoming 
in the future on the same scale as it has been in the 
past. As is well known, a large part of this support has 
always been supplied by the French Treasury and the 
Bank of France. The market for public issue is at a 
standstill, and the French investor is not likely to sub¬ 
scribe any more political loans for some time to come. 
There is not the least possibility of any public response 
to any Polish or Roumanian or Yugoslav issues for 
some time to come unless they bear a French Govern¬ 
ment guarantee. Nor are the banks likely to participate 
on a large scale in credits for these countries. Possibly 
under Government pressure they may agree to partici¬ 
pate on the condition that the Government would 
relieve them of their share should it become necessary. 
As for the Bank of France, its losses on its sterling 
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balances and the vulnerable position of the franc 
have considerably reduced its enterprising spirit. The 
Treasury remains, therefore, practically the only source 
from which political support may be forthcoming on a 
large scale. Even the Treasury’s resources available for 
that purpose have become considerably depleted during 
the last year or two. The political loans granted to Yugo¬ 
slavia and Hungary have used up a large share of the 
famous surplus left by M. Poincare to his successor. 
Support given to various French banks to avert their 
failure has also reduced the amount available. As 
the current year’s Budget will close with a deficit, 
which is expected to increase further next near, the 
surplus available may be needed for meeting these 
deficits if the Government wishes to avoid borrowing 
for budgetary requirements. In such circumstances the 
Treasury also will hesitate before parting with any 
funds for supporting foreign Governments. As one of 
France’s great advantages has been that she has been 
able to grant assistance even if the attitude of the 
investing public and of the private banks has been 
unfavourable, a change in this respect is not without 
significance. 

The unexpected financial recovery of Great Britain 
has dealt a fatal blow to the French financial hegemony. 
In spite of the fact that Great Britain is off the gold 
standard (or possibly because of it), London will soon 
be in a position to resume her active part in the sphere 
of international finance. As a result of the return of 
confidence in sterling, the funds that were withdrawn 
from London during the panic of 1931 will gradually 
return there, and will enable the market to assist other 
countries, in co-operation with Paris if possible, inde¬ 
pendently of her if necessary, and even against her if 
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inevitable. At present London will bave to proceed 
very cautiously, as it is not known how far the new 
foreign balances are “good” money and how far they 
are speculative “bad” money. From this point of view 
it is to be deplored that the rate of exchange was 
allowed to rise from 3-50, as at that rate there was not 
the least danger of any withdrawal of foreign balances. 
As it is, at the time of writing, an ambitious policy of 
assistance to foreign countries is not yet practicable. 
The chances are, however, that in the course of a few 
months London’s position will continue to strengthen. 

The relations between London and Paris have under¬ 
gone a remarkable change since the suspension of the 
gold standard. During the first few months that fol¬ 
lowed the suspension the French authorities, with the 
aid of their substantial sterling balances, continued to 
control the market. Their foreign exchange operations 
remained for some time the most important factor 
determining the course of sterling. As a result of the 
repatriation of the greater part of these balances, how¬ 
ever, their influence on the London market has de¬ 
clined. At the same time the British authorities have 
gradually accumulated a considerable franc balance 
in addition to the amount required for the repayment 
of credits. At present the Bank of England is by far 
the largest single foreign holder of francs, and its opera¬ 
tions have assumed considerable importance in the 
Paris money market. The decline of money rates dur¬ 
ing March and April was attributed to the British de¬ 
mand for short-dated French Treasury bills and other 
short-dated securities. This factor has frustrated the 
combined efforts of the French authorities and the 
leading French banks to keep money rates at a com¬ 
paratively high level. It seems possible that before very 
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long the British franc balances may assume a predomi¬ 
nant position in Paris, similar to the position held by 
the French sterling balances between 1927 and 1931. 
Even if their amount remains inferior to that of the 
French sterling balances when they were the highest, 
their relative power will be none the less great, as the 
French money market is very narrow. The Bank of 
England is doing its utmost to cause as little inconveni¬ 
ence as possible in foreign financial Centres. While the 
balances of the Bank of France were handled by the 
London branches of the leading French banks and by 
a number of British banks, the Bank of England con¬ 
centrates its transactions in France in the hands of the 
Bank of France. This method is highly advantageous 
from the French point of view. In the past, uncertainty 
as to the amount of the French balances and their 
movements has added to the embarrassment caused to 
the London market by their predominant influence. The 
attempt made by the Macmillan Committee to ascer¬ 
tain their amount was frustrated by the refusal of the 
London branches of French banks to provide particu¬ 
lars as to their holdings of sterling bills. Instead of 
retaliating when the situation has changed in our 
favour, the Bank of England has given the Bank of 
France full insight into its operations in francs, a fact 
which is held to emphasise the difference between the 
British and French attitude. 

We have seen in Chapter IX. that the French de¬ 
flationist policy tended to prolong the French financial 
supremacy by prolonging the depression which has 
immobilised the external assets of Great Britain and 
the United States. Whether or not this destructive 
weapon was deliberately used to that end, its power 
is decidedly on the decline. By continuing to repatriate 



126 


FINANCE AND POLITICS 


CH. 


their foreign balances the French authorities are in a 
position to continue to deflate internationally, though 
the anti-deflationist policy adopted by the American 
authorities may neutralise their efforts in the United 
States. The French authorities are, however, no longer 
in a position to deflate further nationally. The French 
Budget shows a deficit which is likely to increase. It 
has to be covered by borrowing, which is one of the 
characteristic forms of inflation. Moreover, in order to 
mitigate the economic depression, the Government has 
embarked upon a scheme of public works, the expenses 
of which are covered by borrowing—another character¬ 
istic form of inflation. In such circumstances a rise in 
the price level in France is bound to occur. If at the 
same time the inflationist efforts of the American 
authorities produce their effect, prices in the United 
States will also move in an upward direction. This, it is 
hoped, will influence the world price level to a sufficient 
extent to bring relief to producers and holders of com¬ 
modity stocks. Thus, it seems probable that, unless 
some unexpected disaster causes a relapse, within a few 
months the frozen assets of London and New York 
will begin to unfreeze, and this will reduce the relative 
power of the liquid French assets. 

Well-informed people in France are undoubtedly 
aware that the twilight of the French financial dictator¬ 
ship has set in. Even a few months ago suggestions for 
international co-operation and pooling resources for 
the assistance of countries in distress were scorned in 
Paris, and were regarded as attempts at enticing 
France to part with some of the resources upon which 
her exceptional financial strength rests. To-day co¬ 
operation has become the favourite password in Paris. 
Not so very long ago it was the custom to denounce 
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the movement for co-operation initiated by Great 
Britain as an attempt to induce other countries to 
serve British interests. To-day co-operation is advo¬ 
cated in Paris as the only means of averting world 
disaster. Until recently the French attitude towards 
co-operation, as defined by innumerable statements 
by politicians and articles in the inspired Press, has 
been that “French interests have to come first”, and 
that “France is willing to co-operate only so far as is 
compatible with her interests”. To-day it is declaimed 
from the same platforms that co-operation is an in¬ 
evitable necessity; if other countries adopt the attitude 
which until recently was adopted by France, they are 
denounced as selfish, and they are accused of obstruct¬ 
ing international reconstruction. 

Unfortunately, this change of attitude does not in¬ 
dicate any real change in the French mentality, for 
co-operation in their minds still means the acceptance 
of the French point of view. It indicates, however, that 
they are beginning to realise that their power is failing. 
It is becoming increasingly obvious that co-operation 
has become a vital necessity for France to the same 
extent as it was a vital necessity for Great Britain 
before we suspended the gold standard. And, just as 
our incessant appeals during the past year for closer 
co-operation indicated the beginning of our decline, so 
the adoption of the same slogan by France indicates 
the beginning of the end of her financial supremacy. 



CHAPTER XV 


WAR OR PEACE? 

There is every reason to hope that the economic 
dictatorship of France is drawing near its end. France 
can no longer hope to impose her terms upon Europe 
with the aid of the weapons of her financial power. A 
great deal depends upon whether her leaders and her 
public opinion will realise this fact in time. If so, it is 
as yet not too late to put an end to the financial war¬ 
fare and seek reconciliation. The coming Lausanne 
Conference will provide an excellent opportunity for 
this. France could still make concessions without hav¬ 
ing to humiliate herself. She could still earn the world’s 
gratitude by breaking with her uncompromising policy. 
In possession of her financial, political, and military 
resources, she could still afford to make concessions 
without any loss of prestige. 

The future course of political and economic develop¬ 
ment depends upon the French attitude towards re¬ 
parations. If the representatives of France enter the 
Lausanne Conference in a truly conciliatory spirit, 
there is every reason to hope that the conference will 
bring lasting and genuine peace to Europe and economic 
recovery to the world. If France is prepared to relin¬ 
quish of her own free will the formidable weapon of 
her excessive reparations claims, and to divorce her 

political aims from her financial policy, the financial 
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warfare which has been the main cause of the financial 
crisis of 1931-32 will come to an end. The psychological 
effect of this would be a spectacular economic recovery. 
From a purely economic point of view the ground is 
well prepared for recovery, and it is only a fear of the 
continuation of the financial warfare, and of complica¬ 
tions in the sphere of international politics, that pre¬ 
vent the favourable tendencies from producing their 
effect. Commodity prices have fallen well below their 
pre-war level; overproduction has corrected itself to a 
great extent, and surplus stocks have been reduced; 
the inflation of stock exchange values has been liquid¬ 
ated; unsound and weak units have been eliminated 
from economic life. Conditions have deteriorated to 
such an extent that any change that is calculated to 
restore confidence is bound to be followed by a spec¬ 
tacular recovery. The elimination of the root of all 
evils, excessive reparations claims, and other forms of 
interference of politics with finance, would provide 
this much-desired change. 

Admittedly it is by no means easy for France to 
relinquish her reparations rights, and yet the balance 
of advantage for her is overwhelmingly on the side of 
agreeing to this great sacrifice. 

Reparations are dead, though, unfortunately, they 
are not yet buried. As things stand, Germany will not 
resume reparations payments, so that, should France 
insist on too large payments, she will not receive 
anything at all. This is a reality which has to be 
faced at Lausanne. It may appear an intolerable in¬ 
justice to France, as Germany is legally and morally 
responsible for damages caused by her during the war. 
At the same time, it may well be asked if France has 
ever paid for the damages inflicted upon Europe by 
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the imperialistic wars of Louis XIV. and Napoleon. 
Germany was the chief victim of these wars, and, if it 
were possible to compare the amount of the damages 
caused by France as a result of her acts of aggression 
with the unpaid portion of France’s justified repara¬ 
tions claims, it seems possible that the balance would 
be, if anything, in favour of Germany. If the out¬ 
standing amount of reparations were remitted, the 
accounts would be squared in accordance with his¬ 
torical justice. 

Should France insist at Lausanne upon her “pound 
of flesh”, the only solution for Germany is repudiation. 
Germany has then every moral right to declare, not 
that she cannot pay, but that she will not pay. This 
solution would be admittedly far from ideal. It would 
accentuate the tension in the international political 
atmosphere, and this might conceivably lead to a finan¬ 
cial collapse in Germany, and possibly to the suspen¬ 
sion of the gold standard in France, and would thus 
aggravate the international crisis. In spite of this risk, 
repudiation is to be preferred to an inadequate com¬ 
promise such as a moratorium for, say, two to three 
years, which would merely prolong the agony of un¬ 
certainty, or to a reduction of reparations to a figure 
which is still beyond Germany’s capacity. Either of 
these two solutions would prolong the crisis, because 
they would not eliminate the source of the trouble. 
The world would continue to live on a volcano, and 
in such circumstances an economic recovery is incon¬ 
ceivable. For this reason, it would be better to take 
the risk of an immediate collapse rather than adopt 
measures which would surely and inevitably lead to a 
collapse in the course of time. In any case, the repudia¬ 
tion of reparations by Germany would not necessarily 
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bring about a collapse. It seems certain that, provided 
that Germany did not repudiate other clauses of the 
Treaty of Versailles, France would not put into effect 
drastic reprisals such as the occupation of the Ruhr. 
The situation is now fundamentally different from 
that of 1922 , when the French occupation of the Ruhr 
severed from Germany her main industrial district at 
the height of its productive activity. To-day most 
factories in the Ruhr are idle, and if France were to 
occupy the district she would have to assume re¬ 
sponsibility for the maintenance of a huge number 
of unemployed. The occupation would damage France 
more than Germany. Should the repudiation of re¬ 
parations not be followed by any such drastic action, 
the world would gradually realise that the matter 
was closed, and would settle down to normal work 
sooner or later. Admittedly it might take many 
months before the fears of international complications 
as a result of the German action were allayed. Not¬ 
withstanding this, there would be a better chance of 
economic recovery than in the event of a postponement 
of the solution by fixing a moratorium on the basis of 
the Young Plan or by maintaining reparations at an 
excessive figure. 

It seems certain that the German Government will 
not put its signature upon any agreement which in¬ 
volves payment beyond its capacity. If a moratorium 
is adopted, there is no reason why the German Govern¬ 
ment should not agree to it, provided that this agree¬ 
ment does not imply any undertaking to resume pay¬ 
ments under the Young Plan after the end of the mora¬ 
torium. In order to induce any German Government, 
however, to sign an agreement providing a definite 
solution of the problem, the figures of reparations 
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would have to be reduced very considerably. It is con¬ 
ceivable that France, while realising that she is no 
longer in a position to compel the German Government 
to undertake something which it obviously cannot 
carry out, will nevertheless make the utmost effort to 
maintain reparations at the highest possible figure. 
The temptation for the German Government to accept 
a comparatively high figure in the hope that it may 
bring immediate relief to the German economic situa¬ 
tion, must undoubtedly be great. At the same time 
internal political pressure will prevent it from going 
too far in this respect. 

It would show a deplorable lack of statesmanship on 
the part of the representatives of France if they pur¬ 
sued a policy of driving a hard bargain at Lausanne. 
Its result might be a few additional millions per annum 
—on paper only, of course—but the price to be paid 
for this meagre result would be the bitter feeling that 
always follows hard bargaining. It would effectively 
prevent a Franco-German rapprochement, which is, 
after all, the best way of safeguarding the security of 
France. Moreover, should France drive a hard bargain 
with Germany, she would have no moral right to claim 
generous treatment from her own creditors. If she 
makes a magnanimous gesture and agrees to the cancel¬ 
lation of reparations, she has every moral right to ex¬ 
pect the United States to follow her example, and, if her 
magnanimity meets with no response in Washington, 
she has every moral right to repudiate her indebted¬ 
ness. So long as Germany pays a penny in reparations 
to either France or any other of her creditors, the 
United States is morally as well as legally entitled to 
that penny. If, however, reparations payments cease 
completely either by ^cancellation or by repudiation, 
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the United States will cease to have any moral right 
to insist on the payment of war debts. If she insists, 
no blame can be attached to her debtors if they re¬ 
pudiate their obligations. 

The United States itself has provided an excellent 
precedent by repudiating the debts of the Southern 
States. Shielded by the technicalities of her consti¬ 
tution, the Federal Government has always refused to 
consider the claim of the creditors of the defaulting 
States. It is true that technically the Federal Govern¬ 
ment is not responsible for these debts. Nevertheless 
the example of the Government of the Commonwealth 
of Australia in assuming responsibility for the de¬ 
faulted debt of the State of New South Wales, shows 
clearly where the moral duty of the Washington 
Government must lie. While the Australian Govern¬ 
ment has strained its constitutional power to the 
utmost to make good the default in spite of the in¬ 
ternal difficulties caused by its efforts, the United 
States has brought forward every possible constitu¬ 
tional excuse to avoid payment. In such circum¬ 
stances repudiation of war debts to the United States 
would involve no disgrace to the debtor nations which, 
to follow the American example, would only have to 
alter their constitution and insert clauses forbidding 
themselves to pay their war debts to the United 
States. At the same time, it cannot be emphasised 
sufficiently that, so long as Germany pays anything 
at all, it is the duty of the recipients to cede the whole 
amount to the United States. 

Public opinion in the United States must realise that 
the maximum she can possibly expect to receive is the 
amount Germany is prepared to pay. It is inconceiv¬ 
able that the allied nations themselves should make 
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payments beyond the amount received from Germany. 
Unless the United States remits the amounts due to 
her in excess of Germany’s payment, the European 
debtors must be driven to repudiation. Thus, in prac¬ 
tice the United States stands to gain nothing by an 
ungenerous attitude. On the contrary, the repudiation 
of political debts may conceivably encourage other 
debtors to repudiate their commercial debts, and this 
would inflict immense damage upon American banks 
and investors. Moreover, repudiation of war debts, like 
repudiation of reparations, would create an atmo¬ 
sphere of tension calculated to delay economic recovery. 
Although it may amuse Congress to force Europe 
into default, the American nation would thus pay 
a rather high price for their amusement. It is to the 
interest of the United States to agree to the cancella¬ 
tion of war debts, or at any rate to their reduction to 
the figure of Germany’s payments. From the German 
point of view the idea of making some comparatively 
moderate payments to the United States would not 
appear as humiliating as the idea of continuing to 
make payments to the arch-enemy of Germany. 

Notwithstanding this, complete cancellation is to be 
preferred to a reduction of reparations to an amount 
representing Germany’s estimated capacity to pay. If 
Germany’s creditors display a generous attitude to¬ 
wards her they have a better chance of receiving 
generous treatment from the United States. After all, 
the United States is the principal commercial creditor 
of Germany, and it is to her interest more than to that 
of any other country to avoid a breakdown. Apart 
from this, complete cancellation of both reparations 
and war debts would provide an immense stimulus to 
economic recovery, and would therefore more than 
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compensate the creditor countries for their losses. If 
after lengthy bargaining reparations and war debts 
are maintained at a reduced figure, this stimulus would 
lose much of its force, and the psychological effect of 
the agreement would be much less favourable than 
that of an agreement based on the principle of com¬ 
plete cancellation. 

The main reason why cancellation is opposed in 
France, and even in certain quarters in Great Britain, 
lies in the fear that it would result in an excessive in¬ 
crease in Germany’s strength both in the political and 
in the economic sphere. As inflation has wiped out the 
pre-war and war debts of Germany, the cancellation 
of reparations would reduce her indebtedness to a com¬ 
paratively small figure. According to the much-quoted 
figures of Sir Walter Layton, Germany’s public debt, 
after the cancellation of reparations, would be about 
£8 per head, that of the United States about £26 per 
head, that of France about £58 per head, and that of 
Great Britain about £156 per head. Since the publica¬ 
tion of these figures in January last, they have become 
—much to the dismay of their author—the principal 
weapon of anti-cancellationist propaganda. They have 
been quoted on every imaginable occasion, and have 
undoubtedly succeeded in turning a section of British 
opinion against cancellation. It is feared in industrial 
circles that as a result of the difference between the 
burden of indebtedness, Germany’s capacity would in¬ 
crease, greatly to the detriment of British export trade. 
In reality, however, the interpretation given to these 
figures is utterly misleading. Public debt is by no 
means the only item determining the competitive 
capacity of industries. They have also to bear the 
burden of municipal indebtedness as well as their own 



136 


FINANCE AND POLITICS 


CH. 


debts. As is well known, German municipalities have 
borrowed immense amounts since the war, while in¬ 
dustrial enterprises themselves have also become 
heavily indebted. While it is true that in Great 
Britain and other countries industries have also to 
bear the burden of their own indebtedness as well 
as of municipal indebtedness, these items are, com¬ 
paratively speaking, heavier in Germany than in any 
other country. 

Admittedly, even if we take these facts into considera¬ 
tion, the discrepancy between the burden of German 
industries and British industries would still remain 
very wide, though not nearly as wide as is shown by 
Sir Walter Layton’s figures. There is, however, a con¬ 
siderable difference between the indebtedness of Ger¬ 
many and that of Great Britain or France. In Germany 
almost the whole of Government, municipal, and in¬ 
dustrial debt is owed to foreign creditors, while in 
France and in Great Britain practically all the bonds 
are owned internally. Thus, while the interest and 
dividends paid out to creditors remain in the country 
in Great Britain and France, and directly or indirectly 
contribute towards meeting the requirements of the 
debt service, they go almost entirely abroad in the 
case of Germany, and constitute a definite loss to the 
nation. In Great Britain the £300 millions odd paid out 
every year on account of the public debt are either 
collected in the form of income tax, or they constitute 
a purchasing power which is beneficial to industries 
and enables them in turn to pay their own income tax. 
In Germany, on the other hand, the amount paid out 
on account of public debt, smaller as it is than the 
corresponding figure for Great Britain, goes out of the 
country, and cannot be recovered directly or indirectly 
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for the purpose of the debt service. Thus, from this 
point of view, the smaller amount of German indebted¬ 
ness constitutes a bigger burden for Germany than the 
larger amount of indebtedness for Great Britain. Apart 
from this, at the same time as it has wiped out public 
debt, inflation in Germany has also wiped out the 
means with which this public debt could be paid. If the 
British public debt were to be wiped out by a deprecia¬ 
tion of the pound, this would not by any means facili¬ 
tate the task of balancing the Budget, for the same 
process of depreciation would also destroy a corre¬ 
sponding amount of the national wealth, which has 
hitherto enabled the British Government to raise the 
amount required for the debt service. 

Apart altogether from any other consideration, it 
would be extremely short-sighted policy to try to main¬ 
tain Germany’s reparations burden at a comparatively 
high figure only in order to provide a handicap to 
German industries in international competition. If the 
present crisis lasts much longer, international markets 
will be frozen in completely. Thus, the choice lies 
between losing these markets altogether, or agreeing 
to share them with German competitors. In any case, 
whether or not Germany is absolved from her repara¬ 
tions burdens, she could only discharge them if she 
had a corresponding export surplus. And this means 
that she would only bear the burden in so far as her 
exporters can undersell their rivals. 

From a French point of view the weight of argu¬ 
ments is overwhelmingly in favour of cancellation. 
Should France continue her old policy, whether in the 
form of stubborn opposition to agreement, as evinced 
by M. Laval, or in the form of subtle diplomatic 
tricks, as played by M. Tardieu, the process of her 
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political isolation, which has already gone to con¬ 
siderable lengths, would continue. Already France has 
lost the sympathies she enjoyed since 1914 in Great 
Britain and in the United States, and has thrown 
Germany and Italy together for the defence of their 
identical interests against her. Should she continue to 
pursue an aggressive policy, the trend of development 
would inevitably point towards her encirclement by a 
powerful international alliance. Should she, on the 
other hand, display a generous spirit at Lausanne, she 
could even at this eleventh hour recover all lost sym¬ 
pathies abroad. Everybody realises that the peace of 
Europe can only be based upon close understanding 
between France and Great Britain. The existence of 
reparations is practically the only unsurmountable 
obstacle to such understanding. The moment repara¬ 
tions cease to exist British and French interests will 
become identical—to uphold the existing order in 
Europe. Thus, even if the French fears of an excessive 
increase in Germany’s strength, and of her spirit of 
revenge, were to materialise—which is by no means 
certain, or even probable—her security would be ade¬ 
quately safeguarded by the certainty of British support 
in case of an unprovoked German aggression. The 
traditional balance-of-power policy, in the pursuance 
of which Great Britain has since the war endeavoured 
to protect Germany against French oppression, would 
then turn in favour of France. This would provide 
France with more adequate security than any pact or 
guarantee could possibly give her. 

The decision between war and peace rests with 
France. If she assumes a conciliatory attitude at Lau¬ 
sanne, financial crisis and economic depression will soon 
become a matter of History, and political peace will be 
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established on safe foundations. If, however, she pre¬ 
fers to continue her financial warfare, thereby prolong¬ 
ing the crisis, the trend of developments will surely and 
inevitably move towards her defeat. As her financial 
power is on the decline, she will fight a hopeless battle. 
The day will arrive sooner or later when she will have 
to realise that she cannot afford to defy the world. The 
Lausanne Conference may be perhaps the last oppor¬ 
tunity for her to make her peace without humiliation. 


THE END 
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